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Sound decisions depend upon'fast, accurate tacts 


Management decisions must be based upon up-to-the-minute facts. With so much at stake, there can be no acu: 
of accuracy, no loss of time, in reducing. mountains of data to decisionable” facts. The Philco Transac S-2000 all 
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obsolescence ... being asynchronous it can be updated without changing existing programs. Before making you! 


decision on a large scale data processing system, get the facts on Transac the computer that changed the industry 
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ditorial material in THE CONTROLLER is 
ected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


| 1. To establish, coordinate and admin- 
as an integral part of management, 
adequate plan for the control of opera- 
ions. Such a plan would provide, to the 
Bpesens required in the business, profit plan- 
ining, programs for capital investing and 
financing, sales forecasts, expense budg- 
ts and cost standards, together with the 
wessary procedures to effectuate the plan. 


© 2. To compare performance with operat- 
ig plans and standards, and to report and 
interpret the results of operations to all 
Vlevels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
Sing policy and the compilation of statisti- 
eal records and special reports as required. 


3. To consult with all segments of man- 
Sagement responsible for policy or action 
‘concerning any phase of the operation of 
‘the business as it relates to the attainment 
Sof objectives and the effectiveness of pol- 
“ities, organization structure and procedures. 


4. To administer tax policies and pro- 
| tedures. 


| 5. To supervise or coordinate the prepa- 
tation of reports to governmental agencies. 


| 6. To assure fiscal protection for the as- 
osets of the business through adequate in- 
Sternal control and proper insurance cover- 
age. 


| 7.To continuously appraise economic 
y Social forces, and government influ- 
pences, and interpret their effect upon the 
“business. 
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COMMENTS ON 
“RETURN ON WHAT INVESTMENT?” 


Editors, THE CONTROLLER: 


James Weaver in his thought-provoking 
article ‘Return on What Investment?” in 
the August 1959 issue of THE CONTROL- 
LER raised two very interesting questions: 


1. How should existing excess capacity 
affect decisions and performance measure- 
ment ? 

2. Should excess capacity affect an in- 
vestment being considered ? 


Weaver suggests that an incremental 
approach be used in both situations. “No 
allowance is made for past investments 
since their fixed costs are not affected by 
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the decision on the new project. All pres- 
ent project investment is included regard- 
less of the excess capacity provided.” 
This paper accepts the basic incremental 
approah suggested by Weaver, but sig- 
nificantly modifies the interpretation of 
how to measure and interpret the incre- 
mental flows. Used properly the proce- 
dures described here will tend to improve 
operating decisions. 
EXISTING FACILITIES 
Let us assume the same situation that 


Weaver explores, namely an addition to 
a chemical plant for a new product, where 
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buildings already at the plant are to be 
utilized as part of the new installation 
In considering the desirability of the addi. 
tion, should some amount be added to 
the investment so that the new product 
will pay for the entire facilities used? 
The answer to this question hinges on the 
“opportunity cost’’ of using the present 
facilities.* 

Actually we can bypass the explicit 
computation of the opportunity cost by 
a simple but sound expedient. We are 
faced with a decision involving mutually 
exclusive alternatives. For example: We 
can build the addition; we can let the 
excess capacity sit idle and wait until a 
new product appears in the future; or we 
can scrap the facilities; but we can only 
do one of these alternatives, not all of 
them. Using an appropriate rate of dis- 
count we can compute the net present 
value of each alternative; the alternative 
with the highest net present value being 
the most desirable alternative. The cost 
of old facilities, original, depreciated, or 
adjusted for changes in the price level, do 
not affect these computations. If there is a 
better use than the addition being con- 
sidered, the complete analysis of the cash 
flows, using the present value procedure, 
will disclose it. 

After the investment is made we will 
desire to re-appraise the decision. Should 
we then consult the accounting records 
for an allocation of the cost of the old 
facilities? This is one possibility which is 
relatively simple and has the illusion of 
being objective, thus is more easily de- 
fended than the use of alternative proce- 
dures. An alternative treatment, suggested 
by the author in a previous article, may 
be usable.® 


FUTURE INVESTMENTS 


The second very interesting question 
asked by Weaver is: How much excess ¢a- 
pacity should one build into a plant? 
Weaver does suggest the correct answer. 
On page 368 he correctly indicates that 
discounted-cash-flow procedures can study 
all future cash flows and de:ide which of 


(Continued on page 484) 





* James B. Weaver, “Return on What Invest- 
ment?’ THE CONTROLLER, August 1959, p. 
395. 

* [bid., pp. 366-367. 

* Weaver notes the possibility of using the 
opportunity cost on page 368, but ultimately 
suggests ignoring past investment. The term 
“opportunity cost” represents the measure of 
the value of the facilities used in the best alter- 
native manner. 

*See The Capital Budgeting Decision by 
Bierman and Smidt, to be publi‘hed in March 
1960 by the Macmillan Company for an ex- 
planation of the present value procedure and 
the reasons why it will give correct solutions 
to decisions involving mutually exclusive 10 
vestments. 

®>See Harold Bierman, Jr., “A Theory of 
Depreciation Consistent with Decision-Mak- 
ing,’ THE CONTROLLER, August 1958. 
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An Information-Transfer System 


to Assist Managers 
in Planning and Controlling 


Herbert J. H. Roy 


OME FUNDAMENTAL QUESTIONS which 
managers ask when planning ahead 
are: 

In order to reach a given goal, shall we 
have more of this particular activity in the 
future, or less? 

Shall we continue the activity at all? 

Shall we approve this new activity now 
being proposed ? 

And when reviewing past operations, 
managers pose the inevitable question: 

Was performance different from plans; 
and if so, why? 


In both these activities the manager 
needs good information. Without it, he 
must rely heavily on memory and intuition 
ot he must chance a greater degree of un- 
certainty about his decisions working out 
as he had planned. 

Specifically, what each manager needs, 
when planning and controlling, is more 
precise information. It has long been ap- 
parent that producing this kind of precise 
information calls for the periodic output 
of a vast array of numbers—and that the 
cost of doing this has been great. Only 
recently, with the availability of high- 
speed electronic computers, has it been 
possible to produce such needed numbers 
at reasonable cost. 

The ‘recent acquisition by General Pe- 
troleum of a high-speed computer has 
made it possible for us to experiment with 
a new information-transfer system. Now, 
with two years of development and re- 
search behind us, we are pilot-testing this 
system in one of the divisions of our Mar- 
keting Department. There is every ex- 
pectation that, after the bugs have been 
worked out, we will have a method which 
(a) provides more precise information on 
a regularly recurring basis, and which (b) 
permits two-way communication at all 
Management levels on matters involving 
management decisions affecting planning 
and control. 


PRECISION AND REGULARITY 
OF INFORMATION 


Our information-transfer system is built 
upon this well-recognized basic notion: 
People in an organization are employed 
in order to accomplish certain goals or 
results; and these people are provided 
with the means or resources for attaining 
such results. 

The validity of this notion is fairly ob- 
vious, but what is not always so apparent 
is that there can be different viewpoints 
between a man and his boss as to what 
these results and resources really are. For 
example, it is entirely possible for a Home 
Office department head, in the course of 
time, to add to his department’s duties 
minor peripherally related activities. Each 
added activity extends the radius of his 
department’s affairs, until one day it is 
evident that he has encroached upon some 
other department head’s specifically as- 
signed territory. In such a situation, the 
boss has to talk in terms of “‘let’s get back 
to what is the real function of this depart- 
ment in the total corporate picture.” 

Also, what is not always so apparent is 
that while managers do think about the 








Using a high-speed computer 
to improve communications 


results to be accomplished with certain 
resources, they are forced to do this in a 
general way, because usually they are not 
provided with information so organized 
that they can identify and evaluate all the 
results and resources in a given situation. 

To take just one example: In the case 
of a salesman in an oil company, the re- 
sources he uses to do his job include, 
among others, (a) his use of company 
money to paint service stations, to con- 
duct sales meetings, etc., (b) his use of 
services provided by others (for example, 
sales promotion programs, number of de- 
liveries of products to stations in his zone, 
as requested by him), etc. 

Furthermore, results for which he is 
responsible include, besides such obvious 
things as sales to customers: Low dealer 
turnover, recovery of rentals on service 
stations, collection of overdue payments, 
maintaining contacts with specified ac- 
counts, etc. Yet, traditional accounting 
systems are not set up to provide these 
related pieces of information, some of 
which cannot be expressed in dollars, for 
each salesman. 

Still another idea which is not always 
apparent is that the exact relationship be- 





HERBERT J. H. ROY was appointed to the position of man- 
ager, Marketing Research Department of Mobil Oil Com- 
pany, New York, in May 1959. Prior to that he was manager 
of the Marketing Organization and Research Department of 
General Petroleum Corporation, Los Angeles, California— 
Socony Mobil Oil Company’s West Coast affiliate. It was 
while serving in this capacity that he headed the task force 
assigned to develop the information-transfer system dis- 
cussed in this article. He was formerly associated with 
Booz, Allen & Hamilton and Ebasco Services Incorporated. 
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tween a given set of results and a given 
set of resources is difficult to establish. 
For example, for a given expenditure of 
resources, what sorts of results should be 
expected ? 

All this suggests the need for identify- 
ing more precisely the resources and re- 
sults applicable to a particular position. 
This, then, is the starting point: Have 
each man and his supervisor develop and 
agree upon the nature and size of the job 
and the quantitative terms in which it can 
be described. 

This basic notion provides the frame- 
work for seven corollary viewpoints: 


1. There is no sense in holding a man 
responsible for something over which he 
has no control. This may be entirely ob- 
vious, but how often do departmental 
P & L statements—on which the man- 
ager’s activity is evaluated—contain items 
over which he has no control, or at best, 
only indirect control of dollar charges 
made during a given fiscal period? (Ex- 
ample: Allocations of overhead.) In such 
event, before any significant conversation 
can take place about ‘“‘what happened and 
why,” time has tc be devoted to identify- 
ing the items over which the man actually 
does exert direct control. In our method, 
the statement of a man’s results and re- 
sources includes only those items which 
both the man and his supervisor agree are 
within the man’s direct control. 

2. Results and resources may be ex- 
pressed not only in traditional dollar 
terms, but also in terms of physical units. 
In fact, in some instances, the only mean- 
ingful data are the physical units. 

3. Where the actions of people in one 
department are necessarily based on what 
happens in another department, a channel 








for transferring information must be pro- 
vided. 

4. There is a difference between the 
mental processes of planning and control- 
ling; therefore, different kinds of infor- 
mation are needed in each of these two 
processes. When a person is planning, he 
has to look in two directions: backward 
to see where he has been, and forward to 
see where he is going. 

Coming now to control, we believe that 
the essential element of control is: Find- 
ing the point where we are, with respect 
to the point where we had planned to be, 
and then identifying the need for taking 
actions to narrow the gap between the two 
points. In this sense, in order to exercise 
control, a manager needs only two kinds 
of information; namely, where we are 
and where we want to be. Thus, we recog- 
nize a break here with tradition, in that 
we no longer use comparisons of actual 
with year-to-date or with last year (or 
some other previous period) at the time 
we are concerned with control. 

5. The planning and control informa- 
tion system must provide the mechanism 
for doing these things: Comparing results 
and plans periodically; revising plans pe- 
riodically; and using a uniform period of 
time in taking the ‘forward look.” 

The particular time periods which 
should be used for reporting, revising 
and looking ahead will vary with the re- 
quirements of the company. Usually, there 
is some compromise between what is ideal 
and what can be afforded. Clearly, the 
cost of information-transferring increases 
if more frequent reports are made. Also, 
the further ahead the manager wants to 
look ‘‘down the road,” the larger is the 
set of numbers which must be put to- 
gether to deal with the larger number of 





“What's happened to our pioneer spirit? 
Columbus didn’t send a monkey first!’ 
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months in the budget period; and the 
greater is the cost. 

In the case of our pilot test, the deci. 
sion was made to have monthly reports of 
attainment compared to objectives, a quar. 
terly opportunity to look ahead, wa an 
established horizon of four quarters in the 
future. 

6. Knowledge of what takes place at 
the level where sales are being made, 
where products are being delivered, of 
wherever the essential actions of the busi- 
ness occur, must get into the information. 
transfer system so that this knowledge 
can be used to advantage at each higher 
level of supervision. Also, it is important 
that the viewpoints of people at “‘grass- 
roots’’ level are transmitted to persons at 
other levels, geographically and organ- 
izationally. In this way, staff departments 
can maintain close touch with the manner 
in which their programs are helping the 
field people who must put such programs 
into effect. 

Our system provides the opportunity 
for discussing these events and viewpoints 
in regularly scheduled meetings and te- 
quires the man and his boss to think in 
quantitative terms about the impact of 
these happenings. Expressive, but loose, 
comments, such as “I think this sales pro- 
gram smells,’ give way to pertinent con- 
versation about “how badly are these 
events hurting us?” (in terms of accounts 
lost or sales opportunities missed). 

7. Events which will take place in the 
immediate future are usually the sched- 
uled outcome of plans and decisions made 
some time in the past. Generally, little can 
be done to change the course of these 
events; and whatever modifications can be 
made are more often best dealt with by 
the man closest to the point of action. 
However, events further down the road 
should be the concern of managers at 
higher levels. 

This suggests that greater reliance should 
be placed on the local manager for mak- 
ing decisions affecting the period imme- 
diately ahead (for example, the next quar- 
ter) and that managers at higher levels, 
with their understanding of the local 
man’s near-term forecast, as well as their 
own knowledge of a broader horizon of 
alternatives, should influence plans for 
longer-range periods (for example, be- 
ginning in the second quarter ahead). 

Our system, with its continually revised 
four-quarter look ahead gives managers at 
each higher organization level the chance 
to contribute to the planning of actions 
covering appropriately more distant future 
time periods. 

We come now to the application of 
these notions of information transfer. 

How is this information recorded and 
transmitted ? 

This is done by using two types of 
forms: One is for use in planning ahead 
(called Provisional Objective Statement) ; 
the other is for use in showing attainment 





4-2¢ 


+ 





eee aaaEe a | 


-TSRISSISISES 
ABREGEEE 
mn kame Sa Lem Divestment Taeallh er pe GR (NE eR ee OER GE Eee GU ES ee 


IBEBEREE 


a 


{s|3 


n 
o 


IBEBEEE! 


) 
wa 




































































compare 
tainmen 
pared f 
forms, 

to reson 
and res 
each jo 
sional | 
with th 
tainmer 

On 

ment, ¢ 
sults w 
each of 
as the r 
to accol 
Provisic 
as Exh 
the con 
tesults | 
ures fo: 
were pt 
projecti 
The mz 
cusses t 








¥.UM 


PROVISIONAL OBJECTIVE 


DIVISION 


SS 

























































































SIMILAR (€.g. SALARIES, PERSONAL EXPENSE, 
RENTS PAID, ETC.) 

INFORMATION 1S SHOWN IM “RECAP® FORM FIRST 
(ie. PRODUCT SALES TO "ALL TRADE CLASSES*, 
OR RESOURCES FOR “ALL ACTIVITIES"), FOLLOWED 
BY APPROPRIATE DETAIL SECTIONS (e.g. *OG&L 
ACCOUNTS", “AGRICULTURAL®, ETC. 
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SPECIF'ES THE UNIT OF MEASUREMENT (e.g. 
"GALLONS" OF GASOLINE, $ OF TIRES, NUMBER 
OF PEOPLE ON PERMANENT PAYROLL, AS WELL AS 
THE TOTAL $ OF SALARIES, ETC.) 

WHERE TWO KINDS OF UNITS ARE USED FOR AW 
ITEM (e.g. NUMBER OF OVERTIME HOURS WORKED, 
AND $ OF OVERTIME PAID), THESE ARE SHOWN 
ON CONSECUTIVE LINES. 
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DATE OF PUBLICATION 
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compared to plans (called Objective At- 
tainment Report). The forms are pre- 
pared for each key job. On both these 
forms, information is grouped according 
to resources and results—with resources 
and results data specifically tailored to 
each job. Also, the items on the Provi- 
sional Objective Statement are identical 
with those shown on the Objective At- 
tainment Report. 

On the Provisional Objective State- 
ment, each man quarterly states the re- 
sults which he expects to accomplish in 
each of the four quarters ahead, as well 
as the resources which he feels are needed 
to accomplish this. (An example of this 
Provisional Objective Statement is shown 
as Exhibit I.) To help him in this effort, 
the computer shows on the form actual 
tesults for the last four quarters plus fig- 
ures for the next three quarters (as these 
were previously estimated by him) plus a 
projection for the fourth quarter ahead. 
The man revises these estimates and dis- 
cusses the estimates with his supervisor. 


EXHIBIT | 


When agreement has been reached be- 
tween the man and his supervisor, the re- 
vised numbers are sent to the computer 
center for processing into an agreed-upon 
total plan. Then, monthly, each man re- 
ceives a report which shows his attain- 
ment compared to the plan. (An example 
of the Objective Attainment Report is 
shown as Exhibit II on page 454.) 

It is, of course, part of the computer's 
chore to take results and resources for 
each man and merge or add these into 
corresponding statements for supervisors, 
at higher levels—until a results and re- 
sources statement is produced for the man 
at the top level in the department. 

In the merging, identity of specific re- 
sults and resource items is maintained 
(obviously in more compact summary 
form at each higher level) so that it is 
possible quickly to ‘chase down” explana- 
tions asked for topside concerning a par- 
ticular item. 


THE CONTROLLER 


We now come to the second major 
aspect in our information-transfer system: 
two-way communication. 


TWO-WAY COMMUNICATION 


A key phase of our method is provid- 
ing the opportunity for a man and his 
supervisor together to review past per- 
formance and to plan ahead—at regularly 
scheduled times and in an orderly fashion. 
This is accomplished in the quarterly dis- 
cussions between the two men. On these 
occasions: 


1. The man and his supervisor are 
looking together at each part of the man’s 
operation—from the viewpoint of the 
man. Together, these men are bringing 
combined knowledge to bear on the prob- 
lems at hand. Such knowledge can help 
top managers to be more explicit in de- 
lineating problems to be solved by staff 
departments. Also it can provide top 
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other 1 
managers with the information needed by ally consider these two aspects: What we statement which is to become their agree- J siderab 
them in evaluating the programs devel- would like to accomplish and what can ment of the job to be done. The fact that f for lor 
oped by these staff departments. This is in actually be done in a given situation. If the statement is quantitative and that each | the cor 
contrast to having programs developed the plan is dominated by the “what we item is well defined and well understood, f from t 
topside which fail to take into considera- would like to accomplish” viewpoint, re- minimizes semantic or other types of mis- F assets. 
tion the facts. Because both the goals sults could be far short of expectations understandings. Furthermore, because the In 
(results) and required costs (resources) (an example would be sales quotas estab- objective statements are reasonably com- § of the 
are being considered simultaneously, it is lished without reference to whether or not plete descriptions of agreements previ f given 1 
possible to estimate the effects of one there was a chance of attainment). If the ously reached, both men can keep their fuse of 
upon the other. plan is dominated by the “what can be discussions within the same frame of ref- f _profital 
Also, it should be noted that the super- done” viewpoint, the results may be more erence, and thus avoid situations where expecte 
visor in no way loses the opportunity to than are wanted (as for example, in a two persons would be basing their com- fof tim 
stimulate people to greater effort. He has period of short product supply, a sales- ments on differently understood assump- F technic 
merely to be a little “tougher” in raising man may be impelled to sell more product _ tions. tors no 
sights at the time he and his people are than is available) or results may be less 5. By the time these discussions have | widenit 
setting goals. than are needed (an example might be been completed, both men have reached no lon 
2. At the same time, both men are able _ the effect of a salesman not realizing the an agreement. In effect, the employe is f the typ 
to identify the need for making exceptions present availability of, and economic saying that in a given period of time he J conside 
to established procedure. feasibility of using, hitherto restricted re- will undertake to accomplish a certain major 1 
3. Furthermore, when looking at a sources). job, provided he is given the particular f ager. 
course of action which is actually going 4, While the negotiation is going on, tools needed. Amo 
to be undertaken, the planners must usu- the two men have before them a written As we said earlier, the key purpose 0 tegate | 
this information-transfer system is to pf — and rel 
siutaisieieieniadanm ee See, S vide significant information to the man §  trollers! 
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Short-Term Investment of Surplus Cash 


R. N. Stillman 


HE YEARS since the outbreak of World 
T war II have been marked by a sizeable, 
but irregular, growth in the cash funds 
of America’s large nonfinancial corpora- 
tions. This growth has been the result of 
a combination of factors, including an 
expanding industrial output and an in- 
flationary climate with record corporate 
earnings, conservative dividend payment 
policies, and increased long-term borrow- 
ing. 

The executive managers of many major 
corporations have become increasingly de- 
sirous of maintaining a level of cash 
funds which is in excess of the foreseeable 
operating needs of the business. The extra 
cash is regarded as a reserve which per- 
mits latitude and rapid decision, within 
limits, in matters involving plant expan- 
sion, acquisitions of other companies, ac- 
celeration of research or advertising ac- 
tivities, and the like. These excess liquid 
resources also represent a hedge against 
the vicissitudes of a business slump or of 
other unforeseen emergencies. To a con- 
siderable extent, the growing penchant 
for long-range planning is supported by 
the confidence which management derives 
from the availability of substantial quick 
assets. 

In recent years, the financial managers 
of the country’s large corporations have 
given increasing attention to the effective 
use of cash funds, not overlooking the 
profitable employment of cash which is 
expected to be surplus for varying periods 
of time. The sophisticated approach and 
techniques which many corporate inves- 
tors now employ can be attributed to the 
widening recognition that surplus cash is 
no longer a temporary phenomenon for 
the typical big corporation and that the 
considered investment of these funds is a 
major responsibility of the financial man- 
ager. 

Among corporations which do not seg- 
tegate the functions of cash management 
and related treasury activities from con- 
trollership responsibilities, it often falls 
within the province of the controller to 


invest cash funds which are in excess of 
the immediate operating needs of the 
company. My purpose in this article is to 
describe the more important media which 
are available for short-term investment 
and to provoke thinking which may prove 
helpful in achieving protection of princi- 
pal and a satisfactory income from surplus 
funds. 


FRAMEWORK OF AUTHORIZATION 

A short-term investment program is 
usually carried out within the framework 
of an authorization from the board of di- 
rectors of the company. The authorization 
will spell out the type of investments 
which the controller (or other designated 
executive) may make—such as U. S. 
Treasury bills or other Treasury obliga- 
tions, U. S. agency issues, municipal or 
other tax-exempt securities, time deposits, 
commercial paper, etc. The authorization 
should clearly state the maximum author- 
ized length of maturity for specific in- 
vestments, should place a dollar limitation 
on investment in various types of secu- 
rities in certain instances, should state 
what confirming action—if any—is re- 
quired from one or more other executives 
to authenticate investment transactions, 
and should be clearly worded to leave no 
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Surplus cash is no longer a temporary 
phenomenon for the typical big corpo- 
ration and the considered investment 
of these funds is a major responsibil- 
ity of the company’s financial manager 


doubt as to the extent of authorization 
which the board has granted. 

The board’s authorization will neces- 
sarily reflect the collective or individual 
thinking of the board members and will 
certainly be tempered by their collective 
or individual confidence in the controller 
or other designated executive. The latter, 
for his part, should endeavor to secure 
an authorization which will be tailored to 
the company’s best interests. A narrow 
and restrictive authorization—confining 
investment to U. S. Treasury bills, for 
example—may prove satisfactory if rela- 
tively small amounts of excess funds are 
available only at intermittent intervals or 
if the time available for supervision of in- 
vestments is limited. As larger amounts of 
cash become available for longer periods 
of time or if increased attention can be 
devoted to investment policy, greater lati- 
tude should be sought. 


THE ADMINISTRATION OF 
A SHORT-TERM INVESTMENT PROGRAM 
The amount of time and size of staff 
required for administration of a short- 
term investment program will vary in ac- 
cordance with the degree of emphasis that 
management chooses to accord to the 
function, with the number and complex- 
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ity of banking relationships, with the 
scope and diversity of the portfolio, and 
with the extent of sophistication which is 
sought to be applied in making switches, 
repurchase agreements, etc. Portfolios 
ranging upwards to $50 million, and per- 
_ substantially larger, can often be 
effectively handled with seven or eight 
manhours per week of supervisory and 
analytical effort, plus two or three clerical 
manhours, provided that investment is 
limited to conventional types of securities. 
This effort should be supported by close 
liaison with the investment staff of one or 
two major banks and by well-maintained 
relationships with government bond spe- 
cialists, commercial paper brokers, and 
money brokers. The corporate investor 
may well consider the desirability of shar- 
ing the load by furnishing copies of the 
portfolio and cash forecast highlights to 
the selected bank or banks. 

The largest corporations, with far 
greater amounts of surplus cash funds 
than exist in medium-size companies and 
with ramified and complex cash collection 
channels, will devote correspondingly 
more time to the investment function in 
order to develop adequate effectiveness. 

A necessary guide to a sound invest- 
ment policy is a systematic and reasonably 
accurate cash forecasting program. With- 
out cash forecasts, investment of surplus 
funds becomes a chance affair. An unduly 
conservative cash forecast will tend to 
cause the investment of funds in secu- 
rities with an unnecessarily short maturity 
and with a consequent low yield. An 
overly optimistic cash forecast will lead to 
the forced sale of securities prior to their 
maturity or prior to their planned sale, 
with possible impairment of principal. 


Supplementing the cash forecast, the 
investor must determine for his guidance 
the minimum adequate amount of cash 
tunds required for the operating needs of 
the business and for support of proper 
and necessary banking relationships. All 
funds in excess of this minimum amount 
—which amount may vary periodically ac- 
cording to seasonal or other requirements 
—become, by definition, surplus. Atten- 
tion should be given to the methods which 
are to be adopted for purposes of making 
these surplus funds available for invest- 
ment with the least possible delay. The 
use of post-office box and wire transfer 
arrangements with depository banks will 
usually be desirable. 


SETTING A TARGET 

The controller, or other executive, who 
is supervising a portfolio of short-term 
investments should establish for himself 
and his company an objective for each 
fiscal period. Although various alterna- 
tives are available, it seems realistic to set 
a “target” by reference to prevailing 
short-term interest rates. The objective can 
be set week-by-week, as an example, by 
using the yields which the U. S. Treasury 
realizes on its weekly offerings of 91- and 
182-day Treasury bills. The first 20 of- 
ferings in 1959 brought an average yield 
of 2.85% for 91-day bills and 3.20% 
for 182-day bills. The controller could at 
this point have established a yield of 
3.55% as his objective, by hypothetically 
assuming that surplus funds are system- 
atically invested in continuing equal 
amounts in 182-day Treasury bills which 
yield 3.20% if held to maturity, but 
which are sold at the end of 91 days when 
they yield only 2.85% if held to maturity, 
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with the funds immediately reinvested jp 
a new issue of 182-day bills yielding 
3.20%, and so forth. An objective com. 
puted in this manner can be updated each 
week as the new issues of Treasury bills 
are auctioned. The target set by this 
formula is an ideal, at least for U,. § 
Treasury bill investment and trading, and 
the investor will likely find his actual 
results falling short of the target unless he 
has expanded his portfolio to include se. 
curities having a higher yield than Treas. 
ury bills. 

It is apparent that corporations having 
a relatively constant amount of surplus 
cash funds during any given period should 
achieve better investment results than 
those companies with cash balances which 
fluctuate according to seasonal or other 
requirements. Also, the company with a 
proportionately large amount of surplus 
cash should realize a better return than a 
company having a proportionately smaller 
excess, since the former is usually in a 
position to safely invest in longer matu- 
rities and to employ income-enhancing 
techniques. In 1959 many corporate in- 
vestors may find it difficult to achieve sat- 
isfactory investment results because of 
their holdings of securities purchased in 
1958 at unusually low yields which pre- 
vailed during much of that year. 


GETTING A:GOOD YIELD 
ON INVESTMENTS 

A few words on the subject of yield are 
warranted. Although a good yield on in- 
vestments is a desirable objective, safety 
of principal should certainly be the pri- 
mary aim. During periods of declining 
interest rates it is easy for the investor to 
be lured into placing his funds into in- 
creasingly longer maturities, with the ob- 
jective of maintaining the eroding yield 
on his investments. This practice can 
prove a snare, as was demonstrated in the 
aftermath of the speculative government 
bond market which existed in 1958. 
Funds invested during periods of declin- 
ing interest rates tend to be “locked in” 
when the trend is reversed. The investor 
may find himself with the unhappy al- 
ternatives of maintaining his position in 
these longer-term securities at a lower 
interest rate than that which becomes 
available as rates rise, or of abandoning 
his investment position with a loss of 
principal. Generally, the investment po- 
sition should become increasingly shott- 
term as interest rates approach the end of 
a declining phase, despite the urge to 
commit oneself in an entirely contrary 
manner. Hindsight is superior to fore- 
sight in all investment affairs, and the 
approaching end of a decline in interest 
rates often defies prediction. The investor 
can best rely on his bankers’ advice, on 
informed published opinion, and on his 
own restrained impulse. 
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U. S. Treasury issues 

The most liquid form of short-term in- 
vestment is the U. S. Treasury bills, 
which are currently auctioned weekly in 
gi- and 182-day maturities. In addition, 
the Treasury has recently initiated a series 
of longer bills auctioned at quarterly in- 
tervals. All these bills are issued on a 
discount basis under competitive and non- 
competitive bidding, and at maturity their 
face value is payable without interest. 
Following their original issuance, the 
bills are actively traded at discounts from 
face value which reflect the pattern of ebb 
and flow of short-term investment funds. 
Except during periods of rapidly ascend- 
ing interest rates, cash can be invested in 
U.S. Treasury bills for as short a period 
as one week with a reasonable certainty 
that interest earned (represented by the 
reduced amount of discount from face 
value) will exceed the spread between bid 
and asked prices which the investor must 
absorb on a “‘round-trip’’ (purchase and 
sale). It is also possible to enter into re- 
purchase agreements on Treasury bills, as- 
suring the investor of a specific yield to a 
desired maturity date. Advantageous yields 
can frequently be negotiated, particularly 
with nonbank security dealers. 

If surplus cash funds are available for 
an extended period of time, the yield on 
U.S. Treasury bills can often be increased 
by “riding the curve.” This practice is 
based on the consistently higher yields 
which are available in the Treasury bills 
of more distant maturity. For example, 
using the yields cited in the earlier ex- 
ample, the practice of dollar-averaging 
investment in 91-day Treasury bills might 
produce an average yield of 2.85% and 
investment in 182-day Treasury bills 
might yield 3.20%, whereas riding the 
curve by systematic sale of 182-day bills 
after 91 days with reinvestment in a new 
issue of 182-day bills might yield about 
3.55%. Numerous variations of this prac- 
tice can be improvised, but they must be 
used warily during periods when interest 
rates are rising. 

The U. S. Treasury also accomplishes 
a substantial portion of its financing needs 
by its offerings of bonds, notes, and 
certificates. They are usually issued origi- 
nally at par with interest payable semi- 
annually or at other periods at a specified 
tate. These securities are attractive to 
corporate investors who seek a higher in- 
come yield than is available from U. S. 
Treasury bills. The higher yield on bonds, 
notes, and certificates reflects their some- 
what lower degree of marketability as 
compared to the bills. Generally, invest- 
ment in bonds, notes, and certificates 
should be made only if there is reasonable 
assurance that they can be held for a suf- 
ficiently long time to virtually assure that 
their maturity or approaching maturity 
will dispel any likelihood of loss of prin- 
cipal. At times these securities sell at dis- 
counts from par value, thus providing at- 
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tractive capital gains possibilities. 

Many U. S. Treasury issues, in addition 
to the bills, lend themselves to repurchase 
agreements. A repurchase agreement in- 
volving a U. S. Government bond, for 
example, may be made between a corpo- 
rate investor looking for a stable income 
from surplus cash funds and a strongly 
capitalized security dealer, who is enabled 
to borrow at a favorable rate. 

Among its bill and certificate offerings 
the Treasury includes issues which are 
designated as ‘‘tax anticipation’’ securities. 
These issues have a stated maturity date 
which may be six to eight days following 
March 15, June 15, September 15, or 
December 15, but the securities can be 
used by a corporate investor for payment 
of federal income taxes on the 15th. The 
securities are accepted for payment of 
taxes at their face value (plus accrued 
interest in the case of certificates) with 
the corporation, in effect, receiving credit 
for interest earned to the stated maturity 
date. The investor should be aware that 
the use of tax anticipation issues for pay- 
ment of taxes in place of drawing a check 
against his bank or banks will deprive 
the banks of a credit to their tax and loan 
accounts with the U. S. Treasury. The 
controller, or other executive, must con- 
sider the effect on his established banking 
relationships which might result from a 
sudden change of practice in this regard. 
On the other hand, the bank will be the 
beneficiary of a credit to its tax and loan 
account, if tax anticipation securities are 
purchased through the bank at date of 
original issue. Generally, however, tax 
anticipation issues will be available to the 
corporate investor at a more favorable 
interest rate in the secondary market 
shortly following the original issuance 
of the securities. 

The corporate investor should keep in 
mind that his choice of investments may 
have a material effect on balance sheet 
presentation. The U. S. Government obli- 
gations described in the several preceding 
paragraphs may usually be offset against 
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the federal income tax liability, as stated 
in Accounting Research Bulletin No. 43 
of the American Institute of Certified 
Public Accountants. Other short-term in- 
vestments, including U. S. agency issues, 
are generally to be reported on the asset 
side of the balance sheet, not being ac- 
ceptable as offsets to the tax liability. 


U. S. Government agency issues 


A number of U. S. Government agen- 
cies issue bonds and notes which are at- 
tractive to corporate investors. These agen- 
cies include the Federal Intermediate 
Credit Bank, Federal Land Bank, Federal 
Home Loan Bank, Banks for Coopera- 
tives, and Federal National Mortgage As- 
sociation. Their securities have become of 
increasing popularity with investors, al- 
though they still sell to return a slightly 
higher yield than U. S. Treasury issues. 
The higher yield on U. S. agency issues 
reflects their slightly lesser marketability 
and the absence of a direct U. S. Treasury 
obligation on their behalf. They are con- 
strued to be moral obligations of the U. S. 
Treasury, however, since it is virtually 
unthinkable that the Federal Government 
would permit impairment of the credit- 
standing of any of its agencies. 

Tax-exempt securities—such as local 
housing authority issues which are col- 
laterally secured by agreement with the 
U. S. Public Housing Administration, as 
well as municipal and state securities— 
constitute another area of investment Op- 
portunity for the corporation with surplus 
funds. These securities are exempt from 
federal taxes on income, and frequently 
sell at yields which provide a higher after- 
tax income than do U. S. Government 
securities. Increasing awareness of this 
differential has tended to narrow the 
spread and reduce the advantage of the 
tax-exempts to corporate investors in re- 
cent years. The investor is advised to look 
to his bank for advice as to the credit 
standing of the issuers of these securities. 

(Continued on page 482) 
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Current Trends in Depreciation Accounting 


Walter R. Staub 


N THE HISTORY of accounts and account- 

ing, depreciation for a long time was 
given little recognition. At the turn of 
the century it was perhaps more often 
ignored than otherwise. Probably the first 
general acceptance of depreciation as an 
element of cost coincided with enactment 
of the income tax laws. Even then, the 
idea persisted in the minds of many that 
capital assets for all practical purposes 
might properly be considered as having 
unlimited existence. This was especially 
so in those segments of our economy 
which had large investments in fixed as- 
sets, composed of many units which were 
maintained and replaced with regularity 
so that the plant, as a whole, was pre- 
served without loss of efficiency. In addi- 
tion, there existed a not inconsiderable 
body which, while not necessarily con- 
testing the validity of the general concept 
of depreciation, objected to its introduc- 
tion into accounts on the grounds that too 
great an element of conjecture was in- 
volved. There were, of course, also dif- 
ferences of opinion as to the preferable 
method of its calculation; these, though, 
were of secondary importance. In time, 
however, there was general agreement on 
the need for depreciation accounting and, 
within broad limits, on methods of its 
application. 





WALTER R. STAUB is a partner in the firm of Lybrand, 
Ross Bros. & Montgomery, certified public accountants, and 
is chairman of the firm’s technical Committee on Practice. 
He holds CPA certificates in a number of states and is a 
member of the American Institute of Certified Public Ac- 
countants and a member of other accounting organizations. 
He served as a member of the American Institute’s Com- 
mittee on Accounting Procedure from 1954 through 1959. 
This paper was presented before the regional conference 
of Controllers Institute of America at Richmond, Virginia. 


THE CONTROLLER........ 


Management now thinks about depreciation 
accounting but there is no discernible 
trend toward actual adoption 


The subject has, however, never ceased 
to be a matter of continuing interest to 
accountants, and within recent years con- 
siderable attention has been focused on 
the question of the adequacy of periodic 
depreciation charges as computed under 
present conventions. I am referring, of 
course, to the impact of present inflation- 
ary forces upon depreciation which is 
computed on the basis of historical costs 
that, because of inflation, are no longer 
representative of current costs. This aspect 
of depreciation accounting is of such great 
current interest that I want to devote what 
I am going to say to it and I believe that 
the increasing amount of attention given 
in recent years justifies its being consid- 
ered as a trend in thinking—although 
there is no discernible trend toward actual 
adoption. 





RISING INTEREST OCCASIONED 
BY INFLATION 

Shortly after the close of World War II, 
business became concerned because costs 
of capital replacements far exceeded the 
original cost of assets replaced. In the 
then belief that these excess costs were 
occasioned by inflationary influences which 
might be expected to be temporary in na- 
ture, the belief arose that they should be 
charged off in the year of their occur- 
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rence; however, this idea never achieved 
acceptance to any degree—perhaps be. 
cause of the objections of the accounting 
profession, but more likely because it was 
soon admitted that inflation was with us 
to stay. 

The concern regarding the disparity be- 
tween current and historical cost however 
persisted and has given rise to continuing 
questions as to whether depreciation 
charges based on historical dollar costs 
provide a realistic measure of the charge 
which need be made against income for 
the exhaustion of facilities in order to ar- 
rive at a useful concept of periodic net 
income. Those asking the questions and 
suggesting thoughtful alternatives include 
many leaders in the fields of business and 
accounting. 

In particular, they stress that profits as 
now reported are grossly overstated be- 
cause generally accepted accounting prin- 
ciples do not recognize as an expense the 
difference between depreciation charges 
based on historical cost and the current 
cost of replacing obsolete plant. Mainte- 
nance of capital, considered in the sense 
of productive capacity, is placed in jeop- 
ardy. Taxes paid on this alleged over- 
statement of profits are viewed as capital 
levies. It has oo argued that moderniza- 
tion and maintenance of plant has there- 
fore been deterred which in turn has led 
to a deterioration of our country’s com- 
petitive position in the world. 

While I feel the intensity of the at- 
tack has tended to vary somewhat with 
variations in the cost of living index, it 
now appears that many consider continu- 
ing inflation as inevitable. In their opin- 
ion, the long-term trend in the purchasing 
power of the dollar will continue to be 
in but one direction—down. 


CURRENT VALUATION ADVOCATES 
Those who are concerned with the con- 
sequences of adherence to historical cost 
depreciation believe that financial state 
ments would be more useful if deprecia- 
tion charges, and possibly the related 
(Continued on page 460) 
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“We're using advanced procedures to 
streamline paperwork flow among our 
plants and sales offices. But the biggest 
advance will be the installation of our 
RCA 501 system. With its workhorse 
processing capacity, we expect to trim 
days off the customer’s order cycle and 
gain unlimited access to sales, inven 
tory and production data.” 
HAROLD BOESCHENSTEIN 
President 


OWENS-CORNIN (GE 


FIBERGLAS 


“We do the thinking 


Another way RCA 
serves business 
through 
electronics 


Left to right: Harold Boeschenstein, President and H. 
M, Cranston, Comptroller, Owens-Corning Fiberglas 


and the RCA 501 does the work’’ 


To handle its tremendous load of paperwork, Owens-Corning 
Fiberglas has ordered an RCA 501—the world’s most modern 
electronic data processing system. Linked to a 12,850-mile 
Teletypewriter network, this system will receive information 
directly from sales offices and manufacturing plants and 
handle order processing, invoicing, sales analysis, inventory 
control, and eventually production scheduling. 


Owens-Corning selected the RCA 501 for several important 
reasons. First of all, the RCA 501 offers speed. It can handle 
each application in a highly efficient manner and at a remark- 
ably low cost per unit of work. Secondly, the system can be 
expanded as needed. Owens-Corning is starting with a basic 
system, to which units may be added as more capacity be- 
comes needed. Thirdly, the all-transistor construction of the 
RCA 501 helps cut costs by drastically reducing size and 
weight as well as power and cooling requirements. 


For full information about the RCA 501 and its advantages 
to your business, visit the RCA 501 Electronic Data Process- 
ing Center at Cherry Hill (near Camden, New Jersey). To 
arrange a visit to the center, address RADIO CORPORA- 
TION OF AMERICA, Electronic Data Processing Division, 
Camden 2, New Jersey. 








At the world’s most modern Electronic Data Processing Center in the RCA-Cherry Hill 
plant near Camden, N. J., the RCA 501 may be seen in full-scale operation serving 
business, industry and government. 


RCA 501 
ELECTRONIC DATA PROCESSING SYSTEM 


Tmk(s) ® 


RADIO CORPORATION of AMERICA 


ELECTRONIC DATA PROCESSING DIVISION ¢ CAMDEN 2, N. J. 





fixed assets, were stated in terms of cur- 
rent valuations. They suggest that: 


1. Investors require more information 
than accounting on a historical cost basis 
can provide; 

2. Establishment of a dividend rate 
consistent with maintenance of capital on 
a purchasing power basis would be facil- 
itated ; 

3. In wage negotiation, the company’s 
ability to pay would be more fairly pre- 
sented ; and 

4. In rate-making cases the utility’s 
economic return would be more readily 
apparent. 


They also point out that management 
should have available current costs on 
which to base its decisions. Since depre- 
ciation is often a significant part of prod- 
uct costs it is important that it be stated 
at current. price levels. Such adjusted cost 
data are needed as an aid to management 
in setting product manufacturing and sell- 
ing policies. This argument stresses the 
greater significance of current dollar costs 
as compared with costs arising from prior 
price levels. 

There is no doubt as to the magnitude 
of the problem. Approximately 10% of 
the Gross National Product, or some $40 
billion, is currently being invested annu- 
ally in new plant and equipment. A sur- 
vey of some 750,000 corporate income tax 
returns filed for 1955 indicated that plant 
account represented the largest single in- 
vestment of corporate funds—three times 
the investment in inventories. 

The aggregate annual depreciation 
charge against income has been estimated 
to currently approximate $15 billion to 
$16 billion. This total depreciation charge 
is expected to increase, reflecting continued 
plant expansion coupled with a trend 
toward greater mechanization and a 
speed-up in obsolescence resulting from 





Committee on Accounting Procedure of the American Institute 


of Certified Public Accountants (1953): 


The committee, therefore, reaffirms the opinion it expressed 
in Accounting Research Bulletin No. 33, December 1947: 

Any basic change in the accounting treatment of depreciation 
should await further study of the nature and concept of business 


income. 





technological improvements. The dollar 
amounts are huge when measured on a 
national scale and of relatively equal sig- 
nificance for many individual companies. 

Against this background of tremendous 
plant investment and related depreciation 
provision, we find a dramatic degree of 
inflation in the post-war period, as indi- 
cated by a 50% rise in the Consumers 
Price Index. It is this inflation which has 
led to our current depreciation controversy. 


REPLACEMENT DEPRECIATION 
ADVOCATES 

Since initial attention to this matter was 
occasioned by the fact that accumulated 
depreciation did not meet the cost of re- 
placing depreciated facilities it was some- 
what to be expected that first considera- 
tion would be along the lines of charges 
which accumulate amounts equal to such 
replacement costs. A survey by the Amer- 
ican Institute of Certified Public Account- 
ants in 1958 indicates that this is still the 
objective of many of those who question 
the adequacy of historical cost deprecia- 
tion. However there is an increasing num- 
ber who recognize that such replacement 
depreciation probably is an unreachable 
goal since continuing deterioration of the 
dollar creates continuing deficiencies that 
as a practical matter cannot be made up 
out of current revenues. 

Those who do not hold for replacement 
depreciation but who, nonetheless, believe 
that historical cost depreciation is cur- 
rently unsatisfactory, point to what they 
consider to be the internal inconsistency 
of financial statements which, in effect, 
reduce to a common denominator expired 
costs representing expenditures of differ- 
ing purchasing power. They liken the 
problem to that encountered in the prep- 
aration of consolidated financial state- 
ments where different currencies are in- 
volved. They also point out that the same 
incongruity was recognized in the case of 





inventories but that it has in large measure 
been overcome by the adoption of the 
LIFO method of costing. They further 
conclude that since other material asset 
items are, by reason of turnover, reason. 
ably expressed in terms of current dollars, 
the only remaining area in need of atten. 
tion lies in fixed assets. These do not view 
departure from historical cost as a de. 
parture from cost, itself, but as being in 
the nature of a step to employ costs of 
like value. They believe there is no longer 
any validity in the accounting postulate 
that changes in the value of the monetary 
unit may be disregarded. 

The foregoing statements briefly indi- 
cate the views of those who believe that a 
departure from depreciation based on his- 
torical cost is called for. I shall endeavor, 
with equal brevity, to state the feelings of 
those who hold to the opposing view. 

First, let me say that, as far as I have 
been able to discern, all are in agreement 
that the changing value of our monetary 
unit affects the significance of historical 
cost depreciation, and that as a conse. 
quence, resultant net income must be con- 
sidered in a different light than would be 
the case if a stable monetary unit had been 
our experience. Those who presently ad- 
here to historical cost depreciation concede 
that under conditions of inflation depre- 
ciation accumulations are less a measure of 
the dollar cost of prospective replacements 
than if the monetary unit were stable, but 
they contend that replacement is not the 
intended purpose of depreciation provi- 
sions. They also consider that inflation has 
not yet proceeded to the point that orig- 
inal dollar costs have lost their signifi- 
cance. In general they believe that the 
adoption of adjusted depreciation meth- 
ods gives rise to problems which call for 
further consideration and entails possible 
disadvantages and that these factors pres- 
ently outweigh the merits of its use in 
basic financial statements. 


formed that a business must be able to retain out of profits 


amounts sufficient to replace productive facilities at current prices 


if it is to stay in business. The committee therefore gives its full 
support to the use of supplementary financial schedules, explana- 
tions or footnotes by which management may explain the need 
for retention of earnings. 


The immediate problem can and should be met by financial 
management. The committee recognizes that the common forms 
of financial statements may permit misunderstanding as to the 
amount which a corporation has available for distribution in the 
form of dividends, higher wages, or lower prices for the com- 
pany’s products. When prices have risen appreciably since orig- 
inal investments in plant and facilities were made, a substantial 
proportion of net income as currently reported must be rein- 
vested in the business in order to maintain assets at the same 
level of productivity at the end of a year as at the beginning. 

Stockholders, employes, and the general public should be in- 


Sa 


Study group sponsored by the American Institute of Certified 
Public Accountants (1952): 


Upon this point it would seem that in the longer view meth- 
ods could, and should, be developed whereby the framework of 
accounting would be expanded so that the results of activities, 
measured in units of equal purchasing power, and the effects of 
changes in value of the monetary unit would be reflected sepa- 
rately in an integrated presentation which would also produce 
statements of financial position more broadly meaningful than 
the orthodox balance sheet of today. It is believed that statements 
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PROFESSIONAL CONSIDERATION 
OF THE SUBECT 


This question has been the subject of 
intensive study by accountants since shortly 
after the close of World War II. In 1947 
the Committee on Accounting Procedure 
of the American Institute of Certified 
Public Accountants issued a statement on 
the subject—Accounting Research Bulle- 
tin No. 33. This bulletin was reconsid- 
ered and, without change of substance, 
was reissued in 1953 as part of Account- 
ing Research Bulletin No. 43. 

In addition, the Institute, with the aid 
of a grant from the Rockefeller Founda- 
tion, caused the organization of a study 
group on Business Income to consider 
the impact of inflation on business in- 
come. This group, after several years of 
study, caused its findings and conclusions 
to be published in 1952 in a monograph 
entitled “Changing Concepts of Business 
Income.” 

Another well-recognized accounting or- 
ganization, the American Accounting As- 
sociation, also studied the question of the 
effect of inflation upon financial state- 
ments and issued a statement on the sub- 
ject in 1951 which was repeated in 1957 
in “Accounting and Reporting Standards 
for Corporate Financial Statements and 
Preceding Statements and Supplements.” 

Because the conclusions of these groups 
represent the considered opinions of in- 
formed and intelligent men who had care- 
fully and thoroughly considered the prob- 
lem, I believe it worthwhile to cite them.* 

On the one hand the proponents of ad- 
justed depreciation do not deny the use- 
fulness of the cost concept, given a rea- 
sonably stable monetary unit. On the other 
hand, those holding the opposite view 
nonetheless infer by their reasoning that 
under some conditions they would deem 
adjustment of historical cost to be appro- 
ptiate. It appears therefore that the dif- 





of business income in which revenues and charges against rev- 
enue would be stated in units of substantially the same purchas- 
ing power would be significant and useful for many of the pur- 
poses for which income determinations are commonly used, if 


not also in reports upon stewardship. 


The problem of presenting both the most generally useful in- 
come determination and a fully significant statement of financial 
position would doubtless present difficulties, but probably none 
which the highly developed accounting techniques of today could 


not solve. 


_ For the present, it may well be that the primary statements of 
income should continue to be made on bases now commonly ac- 
cepted. But corporations whose ownership is widely distributed 
should be encouraged to furnish information that will facilitate 
the determination of income measured in units of approximately 
equal purchasing power, and to provide such information wher- 
ever it is practicable to do so as part of the material upon which 
the independent accountant expresses his opinion. 





THE CONTROLLER.............. 


ference in views is based largely upon 
varying weight given specific problems 
and consequences attendant upon use of 
current cost methods rather than to stem 
from any disagreement on a matter of 
broad principle. I therefore believe it im- 
portant to consider each of these specific 
matters. 


THE NEED FOR 
RESTATEMENT OF ASSETS 

It is my impression that most of those 
who favor continuance of depreciation on 
the basis of historical cost appear to feel 
that if a change to a “current cost’’ basis 
were to be made, a concurrent restatement 
of the related asset accounts would be ne- 
cessitated. At least some of those who ad- 
vocate the adoption of current cost depre- 
ciation, believe that plant may continue 
to be carried in the balance sheet at his- 
torical cost with deduction of depreciation 
based thereon. 

In addition to historical depreciation, 
they propose a supplementary annual 
charge to income with a corresponding 
credit to an account for property replace- 
ments and substitutions, to be classified 
with the stockholders’ equity. I cannot 
agree with the latter opinion. In the ab- 
sence of related adjustment of the balance 
sheet, a discrepancy would arise between 
it and the income statement which would 
have the effect of relegating the balance 
sheet to a position of practically no im- 
portance. Also, since the significance of 
the income statement depends to a con- 
siderable extent upon viewing it in rela- 
tion to the balance sheet this discrepancy 
would to a large extent, also tend to im- 
pair the usefulness of reported income. 
PRICE INDICES 

Many of the proponents of price-level 
adjustments suggest the use of indices to 
accomplish the purpose. This appears to 
be motivated both by reasons of prac- 


from. 


ticality and from the belief that the use 
of indices contributes to objectivity and, 
assuming the adoption of the same or sim- 
ilar indices by companies, to greater com- 
parability. Further they believe that it 
relates adjustments more to price-level 
changes and less to reproductive costs of 
specific assets. While indices which are 
based on large aggregates may be an im- 
perfect measure of change when applied 
to a specific group of assets I certainly 
would not object to their use if it were 
to be decided to adopt current deprecia- 
tion since the alternative would be peri- 
odic appraisals which, it appears to me, 
are impractical if adjustments are to be 
made at frequent intervals. 


OBJECTIVITY 

Many who are opposed to price-level 
adjustments point to loss in objectivity in 
the determination of reported amounts. 
Undoubtedly there would be some loss 
of objectivity, since I can imagine no 
standard of accounting measurement which 
would be as objective as the actual cost 
resulting from an ‘‘arm’s-length’’ transac- 
tion. However, objectivity in many aspects 
of accounting has been in the nature of a 
compromise with other considerations 
and, personally, I do not view this as an 
insurmountable objection. It seems to me 
that measures for adjustment could be 
evolved which would provide a reasonable 
degree of objectivity. 


UNIFORMITY 
IN FINANCIAL REPORTING 

Over the years, considerable progress 
has been achieved in developing greater 
uniformity and standardization in finan- 
cial reporting. In the United States, fixed 
assets are stated at cost and depreciation 
is based on cost with but few exceptions. 
Any substantial change in the basic finan- 


(Continued on page 490) 





American Accounting Association (1957): 

Management may properly include in periodic reports to stock- 
holders comprehensive supplementary statements which present 
the eftects of the fluctuation in the value of the dollar upon net 
income and upon financial position. 

(a) Such supplementary statements should be internally con- 
sistent; the income statement and the balance sheet should both 
be adjusted by the same procedures, so that the figures in such 
complementary statements are coordinate and have the same 
relative significance. 

(b) Such supplementary statements should be reconciled in 
detail with the primary statements reflecting unadjusted original 
dollar costs, and should be regarded as an extension or elabora- 
tion of the primary statements rather than as a departure there- 


(c) Such supplementary statements should be accompanied 
by comments and explanations clearly setting forth the implica- 
tions, uses, and limitations of the adjusted data. 
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This pre-punched plastic tape is the 
key to the flexible efficiency and 
simplicity of the new IBM 632. In- 
serted in back of the typewriter, the 
tape automatically instructs the ma- 
chine to perform the desired opera- 
tion, reducing clerical error by 
eliminating virtually all manual 
instructions. For a different applica- 
tion, the tape can be changed in 
a matter of seconds. So simple is 
the 632 to operate that any typist 
can learn to use it in a few minutes. 


Punched Card Output, too! As an op- 
tional feature, the IBM 632 can simulta- 
neously prepare punched cards for use in 
further machine processing . . . such as sales 
analysis, inventory control, accounts receiv- 
able, and many other accounting reports. 
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ELECTRONIC TYPING CALCULATOR 


Here's the compact, cost-cutting answer to your 
office operations, such as billing, that require both 
typing and calculating—|IBM’s 632 Electronic Typ- 
ing Calculator. +» The IBM 632 adds, subtracts, 
multiplies, carries totals, computes taxes, subtracts 
discounts, inserts decimal points, stores information 
in its magnetic core “memory,” and types out re- 
sults—all automatically. - Yet the IBM 632 is so 


simple to operate that any typist can learn to use 





it in minutes! And for use with more extensive data 
processing equipment, Punched Card Output is 
offered as an optional feature. * For more infor- 
mation, call your local IBM representative today. 


® 


IBM 


ELECTRIC TYPEWRITER DIVISION 








The Application of 
Return on Investment 
to Product-Pricing 


Harvey O. Edson 


HE NEED for carefully determined prices is essential for ef- 

fective profit-planning under today’s competitive conditions. 
It is equally true that arbitrary percentage mark-ons which do 
not relate the factors of investment to the product price are un- 
likely to meet a standard of careful determination. The technique 
of relating investment factors to profits (return on investment), 
while well developed for the measurement of the total corporate 
result, leaves much to be desired in formulating pricing policy. 
If ROI is to be used effectively in planning as well as in meas- 
uring over-all results, a means of identifying the investment 
factors for sound pricing decision becomes essential. Failure to 
provide such bench marks will limit ROI’s practical value as well 
as become a point of frustration to the line executive anxious to 
meet management’s expressed ROI objectives. To accomplish 
this end, the principles of analysis discussed under ‘‘Setting a 
Standard for Your Company’s Return on Investment’? (THE 
CONTROLLER, September 1958) must be extended to provide a 
basis for product-pricing. It is the purpose of this paper to out- 
line the further application of ROI analysis in the pricing area. 

The term “price” as discussed herein refers to a target price 
which will provide a given rate of return. In application, such 
a target price may be more or less than the actual selling price. 
This is expected, and effective management control requires that 
differences be analyzed to determine the strategy needed to 
maximize ROI. 





HARVEY O. EDSON, a CPA (Ill.), at- 
tended Northwestern University; is a 
graduate of the Executive Program, 
University of Chicago; and is a member 
of Controllers Institute of America. He 
was formerly assistant treasurer and 
controller of Kellogg Switchboard and 
Supply Company, Chicago, Ill., and 
controller of the Illinois Tool Works, of 
the same city; he is now with the New 
York office of Haskins & Sells, Man- 
agement Advisory Services staff. This paper continues Mr. 
Edson’s thinking in his last article published in the Sep- 
tember 1958 issue of THE CONTROLLER entitled ‘Setting 
a Standard for Your Company’s Return on_ Investment.” 
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How to determine the correlation be- 
tween costs and investment within the 
framework of a manufacturing operation 


Although the procedure outlined herein is of necessity an 
oversimplification, the principles suggested will in some manner 
be applicable to all company operations. The initial stages of 
analysis required to identify the investment factors to products 
are necessarily detailed. However, in establishing target prices 
based on the desired rate of return, a set of logical correlations 
of the investment factors to products will be developed. Such 
knowledge properly applied should pay off in better planning 
and better decision-making, resulting in greater profit. An inti- 
mate knowledge of investment relationships to production costs 
may reveal many areas where the usage of investment (turn- 
over) is too low. Such corporate introspection can be a real 
eye-opener, particularly if managerial follow-up on past invest- 
ment decisions has been less than complete. 

Essentially the management of business for profit requires 
that the elements of investment employed be as carefully 
planned and coordinated as the elements of sales and costs. The 
application of ROI to your pricing problem effectively provides 
management with a practical tool with which to meet this re- 
sponsibility. 

In applying ROI to product-pricing, the cost and investment 
elements for individual products or product groups must be 
identified. From such detailed data logical correlations between 
the factors of cost and the factors of investment can be deter- 
mined. To be properly applied both the fixed and current in- 
vestment elements must be separately identified and individually 
related to the product cost factors, i.e., cash, receivables, and 
inventories to factory costs, the fixed investment to the fixed 
costs. Let us consider some of the ways to determine these corre- 
lations within the framework of a manufacturing operation. 


Translating the Current (Variable) Investment to Product Cost 


The following table identifies the elements of current in- 
vcstment and their relationship to the elements of product cost. 


Investment Factor Related Cost 
Current Investment Determined by: Factor 
Cash Company policy as to cash Total cash cost of product 


balances (Usually 15-30 (Total costs less depre- 
days cash disbursements) ciation provisions) 

Accounts Receivable Terms of sale (i.e., 30 days Selling price 

net) 

Inventories: 
Finished Goods 
In Process and 

Raw Materials 


Planned inventory levels Inventory cost 


Planned inventory levels Inventory cost 


(Continued on page 466) 
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An American Express Credit Card is presented at Hotel Miramar overlooking Rio de Janeiro’s famed Copacabana Beach 


700.000 card holders ‘charging it'the world over 


—but American Express finds the record-keeping easy with the help of Recordak Microfilming ! 


From Rio... Chicago... 
Majorca... Bombay... Tokyo 
—almost any place you can 
name—comes wave after wave 
of charge tickets from the more 
than 32,000 participating 
establishments. 

Also streaming in are card- 
holder remittances and appli- 
cations by the thousands from 
every section of the U. S. This 
gives some idea of the paper 
work that American Express 
Credit Card Headquarters 
(NYC) must process—in fastest 
time and at lowest cost. 

Taking pictures of these and 
other incoming items with 
Recordak Microfilmers does 
much to keep the paper work 
flowing from department to 


department. And it brings these 
advantages— 

1. Cuts costs by eliminating 
manual transcription on job 
after job. 

2. Speeds customer billing, 
payments to participating 
establishments, and approval 
time on Credit Card applica- 
tions by providing copies of 
vital records instantly. 

3. Establishes tight control— 
any item, out of millions, can 
be viewed immediately in a 
Recordak Film Reader. 

All of which improves serv- 
ice and results in better good 
will with American Express 
Credit Card holders as well as 
restaurants, hotels, motels, 
night clubs, florists, gift shops, 


S=RECORDPK 


(Subsidiary of Eastman Kodak Company) 
Originator of modern microfilming—now in its 32nd year 


and all others honoring the 
card. 


WHAT EVERYONE IN BUSINESS 
SHOULD KNOW ABOUT 
RECORDAK MICROFILMING 


[] It is a fast, low-cost way to 
copy records of any type or size. 
Up to 400 items can be photo- 
graphed in 1 minute... up to 
60 pictures made on a cent’s 
worth of film. 

(] Thousands of concerns—in 
more than a hundred different 
types of business—are using this 
remarkable photographic proc- 
ess to speed their daily routines. 
C) Principal use in business and 
industry is to eliminate —or 
greatly reduce — manual record- 


RECORDAK CORPORATION U-10 
415 Madison Ave., New York 17, N.Y. 
Gentlemen: Send free booklet, “Short Cuts with 


Recordak Microfilming.”’ 





keeping on all types of jobs. 
[] Recordak Microfilmers are 
designed for all requirements 
and budgets. Thirty-day free 
trial lets you try without obliga- 
tion to buy or rent. (Recordak 
Reliant shown above.) 
**Recordak’’ is a trademark 
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The necessary computations and data to translate and correlate 
the current investment to the cost factor are demonstrated in the 
following example: 

Given for Product A: 

1. Sales terms—Net 30 days. 

2. Company policy to maintain 20 days cash requirements at all times. 

3. Finished Goods inventories to be maintained on three-months turn-over 

basis. 

4. In Process and Raw Material inventories to be maintained on a one- 

month turn-over basis. | 




















5. Cost Factors Product A: ' Per 1000 % 
Factory Cost $272.00 80.% 
Selling and Administrative 68.00 20.% 

Total Costs | $340.00 100.% 
Less depreciation | 34.00 10.% 
Total Cash Costs $306.00 90.% 


6. Desired ROI = 25%. 


Since return on investment ratios are always expressed at 
annual rates, all time factors must be expressed as a percentage 
of the year for conversion into a common ratio to total costs 
thus: 

Conversion 
to Annual 
Investment 








Factors 
Current (expressed 
Investment Period aS a ratio to 
Element Required Cost Factor total costs) 
CIRM 5 SIS ed i : d =a at ees 
% of Ratio to 
1 yr. Total Cost 
Cash 20 days 5.5% X Cash Cost 90% Ss 4.95 
Accounts 
Receivable T month 8.33 X Selling Price 125%* = _ 10.41 
Finished Goods 3 months 25.00 X Factory Cost 80% = . 2000 
In Process and 
Raw Materials month 8.33 X Factory Cost 80% = 6.66 
Current Investment Requirement == @202 
(expressed as a ratio to total cost) Use 42% 





* The 25% mark-up used here is a knowledgeable approximation. The pre- 
cise calculation of this mark-up can be determined by algebraic computa- 
tion. In most applications such estimates will suffice occasioning but little 
distortion of the final result. 
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The factor of 42% expresses the relationship between the 
unit cost and the current investment requirements, i.e., for each 
dollar of unit cost, a current investment of 42¢, on the average, 
will be needed. It follows that the pricing additive needed wil] 
be the product of the current investment requirement (42%) 
times the desired rate of return (25%) times the unit cost of the 
product ($340.00 per M) thus: 

42 X .25 X $340 = $35.70 (per M). 


The $35.70 (per M) is the pricing additive needed to provide 
a 25% return on the current (variable) investment employed. 

Generally, the current investment ROI pricing factor can be 
determined and applied satisfactorily on a product group basis, 
By grouping those products with reasonably similar billing terms 
and inventory characteristics, the number of individual rates and 
computations can be held to a minimum. 


Translating the Fixed Investment to Product Cost 

In establishing a unit-pricing factor for the fixed investment 
all fixed asset values must be assigned, through a process of 
allocations, to product centers (individual machines or cost 
centers) and then translated into a rate per machine hour, direct 
labor hour or dollar, or other suitable base. The identification 
and allocation of the fixed investment to the product line is not 
generally so easily defined as the application of the current 
investment. In complex, multiproduct situations where product 
cost distributions reflect less than precise definition of the cost 
factors, the allocation of the fixed investment will also be 
limited. In such instances, it may be impracticable to attempt to 
assign the fixed investment to the individual product line. 
Where such complexity exists, the ROI analysis for pricing 
purposes may be of greater value if such limitations are recog- 
nized and the fixed assets are assigned on a product group basis. 

The allocation of fixed investment will generally follow 
methods used in the distribution of indirect and service expenses 
in establishing rates for overhead absorption. In undertaking 
analysis in this area, the analyst would be well advised to study 
each stage of the allocation process carefully, recreating and 
adapting the techniques to the particular and special charac- 
teristics of the productive processes in each individual division 
of the company. Keeping in mind that there is no established or 
uniform analytical approach which is valid under all circum- 
stances will help to prevent premature and erroneous conclusions. 

All fixed asset values must first be classified into homogeneous 
categories by departmental location. If the existing accounting 
structure does not readily provide this information, it will be 
necessary to analyze the fixed assets to develop departmental and 
group totals before allocation to cost centers can be undertaken. 
The analysis and allocation of fixed assets is intended to assign 
in a logical manner all fixed investment to the direct productive 
equipment by cost center and to the administrative and sales 
divisions. In effect, the fixed investment is “boiled down’ to a 
few group totals which can be converted into the loading factors 
to be applied on machine hours (or other suitable base) in the 
pricing formula to provide a predetermined rate of return on 
the fixed investment. 

Assume, for purposes of illustration, that the total fixed in- 
vestment of $1 million of the company producing our hypotheti- 
cal product A, has been allocated to four direct production ma- 
chines and to the administration and sales divisions as follows: 


Machine #1—$ 132,000 


2— 330,000 
3— 198,000 
4— 247,500 


Administrative 42,500 
Selling 50,000 


$1,000,000 


The Fixed Investment in Productive Equipment 
To correlate the fixed productive investment to product lines 
(in this example to product A) factors for the operating level 
(Continued on page 468) 
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| CONTROL AT JANTZEN | 





“Moore forms help 
us speed invoice data 


from Shipping to Billing” 


Automated control of paperwork in Jantzen’s new 
invoice system has made savings possible for this manu- 
facturer of men’s and women’s swim suits and sports- 


wear. Now communication between departments is 
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faster, several manual steps have been eliminated, 
and the chance of human error has been minimized. 


Punched cards containing order information are proc- 
essed in the Portland, Ore., tab department. Electric 
accounting machines convert the cards to a printed 


Build control with 





KENNETH C. SMITH, 
Vice President and Treasurer, Jantzen, Inc. 


shipping order on a special one-part form. The order 
goes to the shipping center in Vancouver, Wash., nine 
miles away. There a packing memo is written on a 
teletypewriter, which produces a punched by-product 
tape. The memo is sight checked against the order as 
another control, and the tape is used to transmit the 
data to the Billing Dept. in Portland, where it appears 
as a duplicate tape. 


The transmission also activates three ‘slave’ units 
which automatically print the labels, express receipts, 
and bills of lading that are needed. In the Billing 
Dept., the duplicate tape is converted to punched cards, 
used to print the complete invoice. Throughout the 
system Moore Speediflo is the form used—the com- 


pany’s control in print. 


“We relied on the Moore man’s knowledge of system 
and form design to give us the controls we needed,” 
said Kenneth C. Smith, Vice President and Treasurer 
of Jantzen, Inc. For details on how the Moore man can 
help you, get in touch with the nearest Moore office. 


Moore Business Forms, INc., Niagara Falls, N. Y.; Denton, 
Texas; Emeryville, Calif. Over 300 offices and factories through- 
out the U.S., Canada, Mexico, Cuba, Caribbean and Central 


America. 





MOORE BUSINESS FORMS 
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and the production rates of the machines (capacity factors) on a 
product line basis are required. 

For product line A the following are given factors: 

1. Product A is produced on machines #1 and #2, the product 
being first processed on machine #1 and completed on machine #2. 

2. The unit capacity of machine #1 is 2000 per hour. Excess 
capacity of this machine cannot be utilized on other products. 

3. Unit capacity of machine #2 is 1000 per hour. 

4. Unit sales are estimated at 3300M for the year. 

5. Desired ROI = 25% 


Translating the fixed investment into a factor per M units of 
product A would follow thus: 


Annual Investment Product Fixed In- 
Total Machine Per Machine vestment 

Fixed Hours Oper- Machine Output Per 
Investment rating Level Hour Per Hour M Units 
Machine #1 $132,000 + 1,650 — $80.00 ~ 2,000 = $ 40.00 
Machine #2 330,000 ~ 3,300 = 100.00 ~ 1,000 = 100.00 
$140.00 


The factor of $140.00 represents the fixed investment per M 
units of product A. It follows that the pricing additive needed 
per M units will be the product of this fixed investment factor 
per M units ($140.00) times the desired rate of return (25%) 
thus: 

$140.00 X .25 = $35.00 (per M) 


The $35.00 per M units factor is the pricing additive needed 
to provide a 25% return on the fixed productive investment em- 
ployed. 

Note: The foregoing example is an obvious oversimplifica- 
tion. In practice it would be unnecessary to compute unit factors 
in a situation wherein individual machines are identified to the 
exclusive production of a single product line. However, the 
technique illustrated provides the basis for extending these 
principles to multiproduct conditions. For example, assuming 
that other product lines would also be produced on machines 
#1 and #2, the investment allocation would incorporate the 
production rate and budgeted operating level for all lines and 
the individual factors for each product would be computed in a 
similar manner. 





“| never touch the stuff except on special 
occasions like a wedding or a party or the bills 
being too high or a row with my wife or the 
kids driving me crazy or something” 
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The Fixed Investment 
in Seiling and Administrative Equipment 

In our example, the fixed assets assigned to the selling and 
administrative functions total $42,500 and $50,000 respectively 
(4.25% and 5% of the total fixed investment). This is charac. 
teristic of the typical manufacturing situation wherein these 
asset categories are relatively minor in importance. Under similar 
conditions in actual problem situations, practicality might dictate 
that these amounts be combined with the productive machine 
investments and applied against units produced. Such treatment 
would eliminate the need to develop this additional pricing 
factor. 

The purpose in providing a separate loading factor in this 
illustration is to direct attention to an area of analysis which 
may have significance in some applications (i.e. distribution and 
administrative cost analysis). In those situations wherein the 
fixed investment and costs of distribution are major factors, or 
when the assets and costs related to these functions vary signifi- 
cantly on a product line basis, a careful determination of the 
selling and administrative investment factors by products would 
be essential to the determination of accurate target prices. 

In order to apply the S & A fixed investment to unit costs, 
a correlation between the S & A cost and investment factors must 
be established. For the purpose of our example, it is further 
given that S & A expenses for all products total $462,500. By 
relating the value assigned to the S & A fixed investment 
($92,500) to total S & A expense ($462,500) a ratio of 20% 
is computed. This factor of 20% expresses the relationship of 
the total S & A fixed investment to each dollar of S & A cost. 
The S & A pricing additive needed will be the product of fixed 
investment factor (20%) times the desired rate of return 
(25%) times the S & A costs identified to the product ($68.00 
per M) thus: 

.20 X .25 X $68.00 = $3.40 per M 


The $3.40 per M factor is the pricing additive needed to 
provide a 25% return on the fixed S & A investment. 


Determining the Target Price 
on Product Line A 

Using the three factors which have been developed to this 
point, the product target price to yield a 25% return on invest- 
ment would be computed as follows: 


Total Product A Costs (Per M) 
and ROI Factors Computed For: $340.00 
(a) Current (variable) investment 35.70 
(b) Fixed (productive) investment 35.00 
(c) Fixed (S & A) investment 3.40 

Target Price—(25% ROI) $414.10 


By projecting product A’s unit price, cost and investment 
factors at the budgeted level of 3,300 M units for the year the 
25% return on investment is demonstrated, thus: 


Sales at $414.10 per M = $1,366,530 100.0% 
Costs at $340.00 per M = ‘1,122,600 81.1 


Operating Profit, before taxes =$ 244,530 17.9% 


Investment Employed: 
Current (variable) at 42% of total costs — $ 471,240 


Fixed-Productive Equipment = 462,000 
Fixed-S & A (allocated as 20% of S& A 

expense) =o 44,880 
Total Investment Employed =$ 978,120 
25% on Investment Employed =$ 244,530 


General Considerations 
in Applying ROI to Product-Pricing 

The process of correlating investment to unit costs should 
reveal the need for the effective control of the elements of in- 
vestment. A straight mathematical approach, applied to an exist- 
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ing experience which does not provide for the effective control 
ot the variable elements of investment, is likely to result in 
target prices which are excessive or show little relationship to the 
actual selling price. For example: In establishing the variable 
investment factor for product A, certain time requirements were 
given for cash, accounts receivable and inventory items. Without 
control, these factors could conceivably reflect twice the time 
experiences stated which would result in a unit-pricing factor 
for the current investment of twice the amount computed, thus: 


As Given In Without 








Example Control 
Cash : 20 Days 40 Days 
Accounts Receivable 1 Month 2 Months 
Finished Goods 3 Months 6 Months 
In-Process & Raw Material 1 Month 2 Months 
Price Additive Per M Units $35.70 $71.40 


This higher factor would increase the unit target price almost 
9% to $449.80, for a desired return of 25%. Assuming that 
the $414.10 price was the actual selling price, the ROI would be 
depressed to less than 17%. 

Control of investment is as significant to economic profit as is 
the control of production costs. The following comments point 
up some of the more obvious control requirements: 


Current Investment: 

Cash—Cash balances equal to two or three weeks’ require- 
ments are usually adequate. Balances in excess of these periods 
should be considered excess cash and excluded in the factoring 
process. 

Accounts Receivable—The terms of sale should be in keeping 
with competitive practices for the product line. Management 
consideration to revision of policy should be requested when- 
ever the terms are unusual or more lenient than your competi- 
tion. Unsatisfactory collection experience should not be re- 
flected in the rate. 

Inventories—In establishing the factor for inventory levels, 
appraise the turn-over experience. This is an area where stand- 
ards should be established on a reasonably ‘'tight’’ basis. At- 
tainable and economic inventory standards should be reflected in 
your pricing factor. Excesses due to inadequate control should 
be excluded in the factoring process. Planned overstock result- 
ing from price hedging or production scheduling is normally 
decided on the resulting savings involved. If these decisions are 
sound, the savings will more than offset the additional invest- 
ment costs. 

Fixed Investment—In many complex processing and multi- 
product plants the development of detailed unit factors may 
prove to be impractical on an individual product line basis. The 
extent to which the allocation of investment should be made 
must be determined in relationship to the complexity of the 
process and products of the individual company. In extremely 
complex operations it may be that the identification and alloca- 
tion of fixed assets in product groups will be more feasible. 

In interpreting the ROI pricing factor for the fixed invest- 
ment employed, the capacity level used to convert the invest- 
ment into units of production is most significant. If usage of 
equipment is low and this experience is reflected in the base 
applied to your pricing factor, the factor may result in un- 
realistic target pricing. Such situations should be analyzed. Cor- 
rective management action in such cases would be implied. 


In conclusion: 

Do not undertake an ROI analysis for unit-pricing unless 
your cost system provides reasonably accurate data by individual 
product lines. 

Do not assume that your ROI pricing approach provides an 
absolute. Your data are primarily an extension of analysis to 
provide better bench marks. These can only serve as check points 
and to substantiate judgments in your pricing policy. 

Applied in proper context, your analysis should lead to the 
more effective planning control and use of the factors of in- 
vestment, which are prime objectives of good manayement. 
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RECORDS 
“TIME 
SCRAP PAPER 


Hundreds of firms are paying $$ per square 
feet to retain obsolete records—records that 
are actually scrap paper @ pennies per 
pound... 





NOW-—Volume 2 of a trilogy* that cuts 
through the maze of regulations and pin- 
points the specific retention period for hun- 
dreds of records is available. For Canadian 
firms, for U. S. firms with interests in Canada— 


CORPORATE RECORDS 
RETENTION VOL. 2: 


A Guide to Canadian Federal 
and Provincial Requirements 
$10.00 


($7.50 to members of Controllers Institute) 


Covers requirements for businesses in generai 
(Corporations General) and applicable fields: 
Taxation Labour Trade and 
Commerce. 


Contains the particular requirements for 
Aeronautics . . . Agricultural & Dairy .. . 
Banking Drugs Insurance 
Mining . . . Motor Carriers . . . Petroleum 
. . . Trust Companies . . . Utilities: Electric, 
Gas & Water . . . Telecommunications . . . 
Railways. 


Vol. 2 lists pertinent statutes alphabetically, 
creates a descriptive, easy-to-understand title 
for sections carrying no heading—excerpts 
from federal statutes and regulations (one 
part), excerpts from provincial statutes and 
regulations (ten parts)—all arranged for 
quick reference. 


* Vol. 1 ($10.00) covers U. S. federal requirements. 
Vol. 3 (to be published) covers states of the U. S. 





CONTROLLERS 
INSTITUTE 


RESEARCH 





FOUNDATION 


IN C. 2 park avenue 





new york 16 new york 
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Personnel, Inventory and Billing Savings Cited by EDP Users 


pie SAVINGS through person- 
nel displacement were indicated by 
several of the 11 companies analyzed in a 
survey of benefits resulting from the use 
of electronic data-processing equipment 
by Lybrand, Ross Bros. & Montgomery. 
Two companies with high-volume applica- 
tions have saved over $1 million each over 
the life of the system, and a smaller com- 
pany whose activities were highly decen- 
tralized is saving in excess of $250,000 
annually through decentralization. 

Many allied benefits have accrued in the 
personnel area due to the fact that an 
EDP system converts a large part of cleri- 
cal activity from a variable to a fixed cost. 


An increase in the volume of activity ac- 
counts for important benefits which include 
adaptability of the computer to volume 
increases, lessening influence of salary in- 
creases, and improved employe relations. 

In addition to personnel displacement, 
the survey shows benefits through the use 
of a computer in improved management 
control, reduced expense due to faster 
billing, and improvement of competitive 
position. 

Improved management control is seen 
in two areas, according to the report—in- 
ventory reduction (seven companies re- 
ported substantial decreases in inventory 
investment) and production control. While 


most companies have entered various 
phases of the production control prob. 
lem, total integration seems to be the aim 
of most users and important reductions in 
time necessary for production cycles have 
been cited. 

Reduced billing time from 33 days to 
20 hours was reported by a military equip- 
ment systems supplier and an annual net 
savings of $645,000 realized. 

In practically all 11 companies sur- 
veyed, management has felt a need for 
better, faster reports to improve the com- 
pany’s competitive position. In some cases 
this has been achieved in reporting by ex- 
ception. On the other hand, some com- 


panies have found that new reports and 





to write acheck for travel reimburse 





Richard L. Ganzi 
President 
Paul B. Mulligan & 


Co. Inc. 


The original work papers for the 
development of these figures are on 
file at the offices of Paul B. Mulligan 
& Co., Inc., 405 Lexington Avenue, 
New York City, and are available for 
review upon authorization of The 
Traveletter Corporation. 


(Signed) Richard L. Ganzi, President 
Paul. B. Mulligan & Co., Inc. 


Descriptive Brochure on Request 
"'Traveletter’’ Reg. U. S. Pat. Off 


TRAVELETTER CORPORATION e 
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The well known Management Consulting firm of 
Paul B. Mulligan & Co. Inc., of New York has made 
an extensive survey on this question. If you mentally 
checked the 60¢ figure, you would be closest to being 
right. In some cases the cost can soar to $1.34. These 
figures are the result of studies made in firms with 
10 to 1000 salesmen. This 60¢ figure represents a 
check-writing operation with the most modern elec- 
tro-mechanical devices available. The cost of man- 
ually preparing a check could run higher.* 


If you have traveling personnel, and are accustomed 
to reimbursing them for travel expenses, it is costing 
you from 50¢ to 57¢ for each reimbursement check. 


You can substitute the Traveletter® System for re- 
imbursement of these expenses, under the soundest 
method of control yet devised, at far less cost and 
eliminate these expense checks. Traveletter will also 
result in other surprising savings, eliminate delay 
and home office headaches, and enable your travel- 
ers to get immediate reimbursement for expenses 
wherever they may be. 


Traveletter’ 


..- Modern System for Handling and 


Controlling Travel Expenses Since 1894 
GREENWICH 2%, CONNECTICUT 





faster reports result in improvements. 
Through the use of a computer, budgetary 
limits which prevented older systems from 
providing timely reports are eliminated. 


Company Jury Duty Policies 

A large number of companies have 
taken long strides in recent years toward 
enabling their workers to perform jury 
duty without personal loss, according to 
a survey by the National Industrial Con- 
ference Board. The NICB surveyed 363 
companies and found that 302 of them 
have a specific plan for guarding super- 
visors against financial loss while serving 
as jurors. In actual practice, the NICB 
notes, some of the 61 companies that say 
they have no plan may pay their super- 
visors for the time they serve as jurors 
without regarding this as a formal proce- 
dure. A few companies report they have 
not formulated a plan for compensating 
supervisors absent on jury duty because 
“the situation has never arisen.” 

An earlier NICB survey, covering non- 
supervisory personnel, revealed that al- 
most 53% of the hourly employes in 276 
companies and 86% of the salaried em- 
ployes in 287 companies lost no income 
while they served on juries. As a tule, 
jury fees received by hourly employes 
were deducted from their regular pay, but 
salaried employes more often were pet- 
mitted to keep the fees in addition to the 
regular pay. 

As in the case of the rank-and-file sal- 
aried employes, the new survey finds su- 
pervisors usually come out ahead when 
they serve on juries. In 199, or about two 
thirds, of the 302 companies with specific 
plans, supervisors receive their full salary 
from the company in addition to whatever 
fees they are paid as jurors. 

In 74 of the 302 firms, about 25%, 
supervisors are either paid the difference 
between their company salary and the jury 
fees, or they are given full salary but are 
required to turn over their jury fees to the 
company. 
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This one low-cost, 


easy-to-use machine 


... at the heart of Automatic Keysort 


Data Processing 


What you see here is the Keysort Tabulating Punch — the only complete 
punched-card processing machine in the business world. It is the only ma- 
chine you require to automatically tabulate vital figure-facts on every phase 
of operation for fast, accurate management reports. No special training is 
required for operation, and the machine imposes no restrictions on present 
accounting procedures. Rental is less than $100 a month. Your nearby 
Royal McBee Data Processing Representative will be happy to arrange a 
demonstration. For complete information, call him or write Royal McBee 
Corporation, Data Processing Division, Port Chester, N.Y. for brochure G-39. 


ROYA LM CBEE. data processing division 


NEW CONCEPTS IN PRACTICAL OFFICE AUTOMATION 
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FINANCIAL ANALYSIS FOR MANAGEMENT* 


By Ronello B. Lewis 





Reviewed by ELY FRANCIS 
Assistant Controller 

Radio Corporation of America 
New York 


This book is written for the operating 
executive, the controller, the financial 
analyst, the instructor and the student. It 
is the sequel to ‘Accounting Reports for 
Management’ by the same author. It 
contains an intelligent presentation of 
basic data essential to the operation of all 
types and sizes of business. It is written 
in a language familiar to the technician 
and understandable to the layman. 

This book covers the following major 
topics: 

1. Capital expenditures and rate of re- 
turn. 

2. Purchase or acquisition of a going 
business. 

3. Mergers. 

4. Adding or dropping product lines. 

5. Interdivisional pricing. 

6. Leases and leasebacks versus owner- 
ship. 

7. Planning the source of funds. 


The highlights of these seven subjects, 
which concern every business, every mem- 
ber of top management, and staff people 
who must interpret, forecast and recom- 
mend, are summarized below. 


CAPITAL EXPENDITURES AND RATE OF 
RETURN. The author recommends that the 





* Published by Prentice-Hall, Inc., Engle- 
wood Cliffs, N. J. $25.00. 


incremental approach be adopted when 
calculating the rate of return on proposed 
capital additions. This involves starting 
with the investment and profits before re- 
flecting any changes. The next step is 
determining the investment and_ profits 
after reflecting proposed changes. The dif- 
ference between the two investments and 
profits is the incremental change; by di- 
viding the incremental investment into the 
incremental profit the rate of return can 
be determined. 

An analysis of proposed capital ex- 
penditures must answer four basic ques- 
tions: 


How much money must be spent im- 
mediately? 

W hat is the total investment? 

What is the effect on operations? 

What is the total of nonrecurring ex- 
penses and losses? 


The following ten rules should be ap- 
plied to the problem of capital expendi- 
tures and rate of return: 


1. Use as practical business approach 
which is easy to understand. Avoid the 
complicated, theoretical methods which 
can easily lead to misinterpretation and 
distrust of the analysis. The author ex- 
plores the investor's method but recom- 
mends against it because of its many 
shortcomings. 

2. Adopt the incremental approach. 

3. Use gross investment as a base, pref- 
erably gross tangible assets. 

4. Use investment at the beginning or 
end of year, rather than average invest- 
ment. 

5. Use book net profit after taxes. 

6. Employ the existing accounting 
format, not a specialized approach. 

7. Consider tax savings from  ac- 
celerated amortization as a source of capi- 
tal. 

8. Write off nonrecurring expenses or 
losses. 

9. Treat replacements as two separate 
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transactions—the liquidation of existing 
properties and the capital addition. 

10. State results conservatively and on 
a consistent basis. 


The author presents a completely docu- 
mented series of illustrations on how to 
evaluate the present situation versus sey- 
eral alternatives. 


PURCHASE OR ACQUISITION OF A 
GOING BusINEss. In seeking answers to 
problems in this area it is important to 
get a complete set of facts. It is impossi- 
ble to proceed with the purchase or 
acquisition of another company in an in- 
telligent manner without adequate infor- 
mation. 

The minimum data consist of actual 
results for the past ten years and a projec- 
tion for the next five years; this means 
having profit and loss statements showing 
significant income, cost and expense cate- 
gories and balance sheets with the major 
elements reflected. 

A detail study should support the f.- 


nancial summaries and should: 


1. Analyze product line sales, prime 
costs, indirect factory costs, gross margins 
and major expense items. 

2. Cover important balance sheet items, 
such as reconciling capital additions and 
retirements and the reserve for deprecia- 
tion with the net fixed asset balances. 

3. Examine the stockholders’ equity. 

4. Analyze the surplus accounts. 

5. Produce a flow-of-funds statement. 


MERGERS. A merger involves no sales 
price. There is no profit or loss, and no 
tax consequence. It 1s simply a pooling of 
assets of the two companies. A merger is 
merely a basis for the exchange of shares 
of stock. 

The following information should be 
prepared: 


1. A summary of sales and earnings for 
each company for the past five years and 
the next five years. 

2. A “pro forma” statement indicating 
the probable savings had the merger oc- 
curred five years earlier. A similar state- 
ment showing possible future savings on 
a merged basis is also required. 

3. A past and future summary of stock- 
holders’ equities, earnings, dividends and 
market values on a before and after merger 
basis. 

4, A summary of the basis for and ad- 
vantages of the merger from the stand- 
point of earnings, dividends, book values 
and market values for each company be- 
fore and after the merger. ; 

5. The balance sheet contributions of 
each company. 

6. A flow-of-funds projection for the 
merged company five years ahead. 


ADDING OR DROPPING PRODUCT LINES. 
The author feels it is mandatory to em- 
ploy the incremental approach in reach- 
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ing a sound decision in this area. This 
requires assigning to a product line only 
those costs and expenses controlled by it. 
The author is unalterably opposed to pro- 
rating to a product line a cost or expense 
which will not be eliminated with the 
dropping of the product. 

A number of illustrations are provided 
to indicate how errors of judgment re- 
sult when the incremental approach to 
product profitability is ignored. 

INTERDIVISIONAL PRICING. There are 
four methods for transferring product 
from one division of the company to an- 
other division: 


1. Selling price. This method is most 
frequently used. The major advantage is 
that the transferring division benefits as 
much from transactions with other com- 
pany divisions as with outside customers. 
At the same time, the receiving division 
pays no more than it would from an out- 
side supplier. Operating results of both 
divisions are accurately stated. 

2. Cost. This is defined as labor, ma- 
terial, overhead, warehousing and _ ship- 
ping expenses of the transferring division. 
This provides little incentive to the seller. 

3. Cost with a transfer back of some 
portion of profit. This method raises the 
recurring problem of what is the proper 
amount of profit to transfer back to the 
selling division. 

4. Combination method, where the 
selling division transfers at a sales price, 
the buying division receives at cost, and 
the corporate staff eliminates the differ- 
ence. 


This provides each division with the 
maximum profit incentive, but it is com- 
pletely misleading. 

LEASES AND LEASEBACKS VERSUS 
OWNERSHIP. There are three types of 
transactions in the category of long-term 
leases and leasebacks: 


1. The payment of rent. 
2. The sale and leaseback. 
3. The buy, sell, and leaseback. 


The author thoroughly explores the sale 
and leaseback in reply to the conventional 
argument that it is unwise to “tie up 
capital in bricks and mortar.” 

The author points out that the interest 
on leaseback deals far exceeds that on 
long-term debt; that leasebacks provide 
no salvage value, and that the tenant has 
no equity at the termination of the lease. 

The advantages of leasebacks are also 
reviewed, such as: 


1. Profit returns may greatly exceed 
the high-interest factor. 

2. It can become a source of capital 
when other avenues are closed. 

3. Leasehold liabilities, unlike debt, do 
not appear on the balance sheet. 

4. Internal conditions may favor pro- 
posals which do not drain available funds. 


(Continued on page 474) 
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IF YOU CAN USE... 
e The experience of 17 companies 
e Researched by a team of experts 
e Synthesized in one concise book 
YOU WILL WANT... 


Business Experience 
with 
Electronic Computers 


A Synthesis of What Has Been Learned From 


Electronic Data Processing Installations 
$5.00 


. . - an examination of the following areas in the light of 
those crucial choices which bear most strongly on the success 
or failure of an EDP program .. . 


Making the Decision: general considerations, the decision- 
making study, determining the work to be processed elec- 
tronically, the detailed study, selection of equipment. 


Preparing for and Introducing Electronic Equipment. Com- 
pany Education and the Programming Group: general con- 
siderations, company education and public relations, the pro- 
gramming group. Development of the Applications and Con- 
version from Prior Methods: defining the scope of the first 
application, establishing an operating plan and a program 
timetable, working methods, coding techniques, controls, 
new clerical procedures and organization changes, program 
debugging and systems testing, parallel operation and con- 
version. 

Operating Electronic Equipment: position of the EDP ma- 
chine center in the corporate organization structure, operat- 
ing the EDP machine center, program maintenance and re- 
vision. 

Relations with the Manufacturer: preliminary study, training 
of programmers and machine operators, physical installation, 
debugging time, acceptance tests, maintenance. 


Some Unresolved Matters and Some Thoughts on the Next 
Five Years: programmer evaluation, automatic coding, change 
to newer equipment, aid to management, new areas of ap- 
plication. 


CONTROLLERS 
INSTITUTE 
RESEARCH 
FOUNDATION 


IN t. 2 park avenue 
new york 16 new york 


473 





The proper method for evaluating the 
cost of leasebacks versus the cost of 
ownership is fully documented and il- 
lustrated. ’ 

PLANNING THE SOURCE OF FUNDS. 
Profit control can only be attained through 
proper planning. This involves the pro- 
jection of operations and earnings or the 
budgeted profit and loss; the projection 
of assets, liabilities and net worth or the 
projected balance sheet; and the projected 
flow of funds. 

The forecast of funds is the focal 
point for advance planning. Budgeting 
should concern itself with the beginning 
cash balance, the inflow and outflow of 
funds and the ending balance for each 


1. Surplus cash. 

2. Throw-off from depreciation and 
depletion. 

3. Receipts from employe stock pur- 
chase or stock option plans. 

4. Earnings retained after payment of 
dividends. 

5. Issuance of new common stock. 

6. Convertible preferred stock issues. 

7. Convertible debenture issues. 

8. Long-term loans from insurance 
companies. 

9. Long-term loans from commercial 
banks. 

10. Leases and leasebacks. 

11. Supply contracts with 50%-owned 


period. There are 12 sources of cash ex- 


plained and appraised: 
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nonconsolidated subsidiaries. 
12. Increase in liabilities. 
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Help You AUTOMATE 
To Keep Your Records 
UP-TO-DATE 


You don’t have to install addi- 
tional equipment or hire extra 
personnel to get the savings of to- 
day’s latest data-processing tech- 
niques. 

STATISTICAL provides all the re- 
ports you need on a low-cost, pay- 
as-used basis. 

If you have your own tab facili- 
ties, STATISTICAL can help you cut 
costs on overloads, conversions 
and other special assignments. 


Just contact our nearest office. 








STATISTICAL facilities include 650 computers 
which open up new avenues of cost control 
to management. 








53 W. Jackson Bivd., Chicago 4, Ill. 


STATISTICAL 


TABULATING CORPORATION 
Established 1933 


TABULATING - CALCULATING + TYPING 
TEMPORARY OFFICE PERSONNEL 





GENERAL OFFICES: 


CHICAGO - NEW YORK - ST. LOUIS - NEWARK 
CLEVELAND + KANSAS CITY - LOS ANGELES 
SAN FRANCISCO - MILWAUKEE 


Phone HArrison 7-4500 








Since cash is an item of greatest im- 
portance to all business establishments, 
this thorough discussion of its planning 
should be carefully studied by all mem- 
bers of management. 

CONCLUSION. This book can best be 
summarized by paraphrasing the author's 


last sentence .. . ‘the greatest help to 
the reader will come from a patient study 
of the exhibits (and simplified explana- 
tions) which will . . . clarify the recom- 
mended techniques.” 

This book, ‘Financial Analysis for 
Management,” provides a common ground 
of understanding between the operating 
executive who must use financial state- 
ments and those members of his staff who 
have the responsibility for preparing and 
interpreting them. 


RECORDS RETENTION: 
A Practical Guide* 


By William E. Mitchell 


The main objective, as stated by the 


| author, is “to acquaint the reader with 


practical measures that can be taken to 
dispose of old business records.” For in- 
stance, in complying with government reg- 
ulations, the author advises compliance 
with the intent of the law rather than 
reading into it more than it says or im- 
plies. On legal requirements, Mr. Mitchell 
says sharp analysis “indicates considerable 
duplication in requirements. When you 
comply with a few basic requirements, you 
automatically comply with a score of 
others.” 

Other sections deal with establishing 
the program, ground rules to keep in 
mind, the recommended retention sched- 
ule, and preparing the schedule. Also in- 
cluded are schedules for payroll records, 
state tax records, Interstate Commerce 
Commission, and states’ statutes of lim- 
itations. 


* Published by Ellsworth Publishing Co., 314 
Newcastle Road, Syracuse 4, N. Y. $5.00. 


INVESTMENT MANAGEMENT* 
By Harry Sauvain 


In this book, the second edition, the 
author deals with the problems of invest- 
ing for individuals and for investing in- 
stitutions, and defines his approach as an 
attempt “to develop a coherent theory of 
the problem of grading and valuing se- 
curities.”’ 

In addition to corporate and govern- 
mental securities, the author includes 
chapters on investment risks, investment 
policy, six new chapters on security analy- 
sis, and, in the last four chapters, deals 
with the main types of institutional in- 
vestors. 


* Published by Prentice-Hall, Inc., Engle- 
wood Cliffs, N. J. $9.25. 
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stop and go or steady flow ? 


Swift, steady figuring is easy with the Marchant tf ansflo —a new kind of 
automatic calculator that takes “backtracking” out of multi-step figurework 


The unique back transfer mechanism of the new Marchant 
transflo is designed to help any calculator user perform 
figurework with greater ease, speed and sureness than ever 
before, particularly problems requiring several consecutive 
operations. 

One touch of the transflo’s back transfer key instant- 

ly and in a single cycle puts an intermediate result of 

a multi-step problem back into the keyboard dials, 


ready for use in the next step... without the tedious 
re-entry of each digit by hand. 


By moving figures swiftly from dial to dial, the transflo 
virtually eliminates stop-and-go scratch-pad jotting and 
minimizes chances for operator error. Figurework gets 
done in much less time. New savings are made. 


To fully appreciate the transflo, you have to watch it 
perform. See a demonstration on your own figurework by 
calling any Marchant office. Or, send the coupon. 


MARCHANT CALCULATORS 


Division of SMITH-CORONA MARCHANT INC. 


CAKLAND 8, CALIFORNIA 


Modern Management Counts on Marchant 


new 
Marchant 


transflo 
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MARCHANT CALCULATORS ¢ OAKLAND 8, CALIFORNIA 
Send me more information about the new transflo calculator and how 


it can give us faster, more accurate figurework. 
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Information-Transfer System to Assist Mgrs. in Planning and Controlling 


(Continued from page 454) 


and his supervisor, so that they can reach 
agreements on plans and performance. 
Periodic face-to-face conversations are es- 
sential to reaching such agreements. 

If these conversations do not take place, 
the information-transfer system simply is 
not being used; and its value suffers ac- 
cordingly. Furthermore, these face-to-face 
conversations must take place at all levels 
in the organization structure—right up to 
the department manager level. 


WHAT'S DIFFERENT? 

How does this system differ from what 
was formerly in effect? 

In our case: 


1. The man and his supervisor can look 
at numbers which more precisely describe 
the results the man is to achieve in his 
job and resources needed. (These num- 
bers include both dollars and physical 
units.) This is in contrast to using (a) 
accounting numbers oriented not to an 
individual’s performance, but rather to 
the actions of geographical or functional 
groups, or (b) accounting numbers which 
are not directly controllable. 

2. In the course of scheduled discus- 
sions, the supervisor is able more clearly 
to communicate to the subordinate the de- 
sired level of results. At the same time, 
the latter has the chance to indicate, also 
with greater clarity, the results which can 
reasonably be expected under anticipated 
conditions. This is in contrast to situations 
where (a) viewpoints and knowledge 
held at field levels simply do not get into 
the stream of information moving upward 


through the organization, or where (b) 
top-management attitudes and decisions 
become diluted or filtered in the course of 
transmission downward through the sev- 
eral levels of supervision. 

3. Specific objectives to be reached in 
the future can be agreed upon as being 
attainable by the man and his supervisor. 
This is in contrast to having the super- 
visor independently set a quota—and this 
often arbitrarily, at least as far as the man 
who has to “make the quota” is concerned. 

4. Performance can be evaluated in 
terms of whether or not agreed-upon re- 
sults were achieved with agreed-upon re- 
sources. This is in contrast often to an ab- 
sence of any satisfactory method for telling 
the man “how he is doing.” 

5. Managers at different levels are 
looking at the phases which they can do 
something about. The man closest to the 
point of action has the best opportunity 
to deal with the immediate future; the 
man at higher levels has the vantage point 
and the responsibility to affect decisions 
further in the future. This is in contrast 
to having managers at higher levels at- 
tempt to make sales decisions affecting the 
immediate future of a local operation and 
neglecting consideration of the problems 
which lie further down the road. 

6. The man and his boss periodically 
compare attainment of goals against plans 
and agree on what revisions have to be 
made in uniform future periods, giving 
effect to changing circumstances. This is 
in contrast to looking ahead once a year 
and measuring performance against a 
budget which becomes increasingly un- 
realistic as the months go by. 





NEW OFFICE SPACE 





WILL YOURS BE ONE OF THE 150 MAJOR COMPANIES TO MOVE TO ONE 
OF THE 37 NEW OFFICE BUILDINGS THAT WILL BE COMPLETED BY 1962? 





WILL THE RENT BE HIGHER? 





WILL EFFICIENCY BE IMPROVED? 





HOW ABOUT EMPLOYEE PERFORMANCE? 





WHAT WILL BE THE EFFECT ON THE CORPORATE IMAGE? 





WILL REAL COSTS BE HIGHER OR LOWER? 











MAY WE SUPPLY YOU WITH THE ANSWERS? 


JULIEN J. STUDLEY, INC. J 342 MADISON AVENUE, NEW YORK 17, OXFORD 7-7788 





BENEFITS 

Based on our experience to date in the 
pilot test, we believe that this informa- 
tion-transfer system will bring about these 
benefits : 


1. The executive will be placed in a 
better position to evaluate the essentiality 
of an activity, as well as the likely out- 
come of changing the relationship of re- 
sources and results. (What will you get 
from adding one more unit of effort; 
what will you give up by reducing one 
unit of effort?, etc.) 

2. Managers at lower levels, having 
knowledge of both results and resources 
in a given situation, will be able to make 
decisions in terms of the total activity— 
not just one phase of it. 

3. Managers will be able to give better 
supervision in telling subordinates more 
precisely what is expected, in evaluating 
performance, and in taking corrective ac- 
tion. 


To sum up, we believe that we have 
here a tool which (a) helps managers 
think more precisely about their own re- 
sponsibilities and the courses of action 
which can be undertaken to fulfill these 
responsibilities, as well as the responsibil- 
ities and courses of action of people re- 
porting to them, and which (b) gives 
Managers, on a regular basis, the more 
specific information needed to seek out 
and understand significant relationships. 

Such a tool should, in time, help man- 
agers at all levels make better decisions— 
and thereby develop further a skill re- 
quired in their climb up the management 


ladder. 


HOW DO YOU GO ABOUT THIS? 
Putting this type of system into effect 
calls for taking four major steps: 


1. Create results-resources forms for 
selected positions. This means: (a) Inter- 
viewing people to identify with them 
what are the results and resources in their 
particular jobs; (b) developing a tenta- 
tive form; and (c) reviewing this tenta- 
tive form with each man’s supervisor. The 
entire process varies with the nature of 
the position; an average time requirement 
would be six man-days for each position 
(four days on the part of a task force 
made up of company people and outside 
consultants, one and one-half days on the 
part of the man for whom the form is 


(Continued on page 478) 
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A COMPLETELY NEW APPROACH TO CORPORATE TAX ADMINISTRATION 


BNA’s Bi-weekly Tax Management PORTFOLIOS FOR EXECUTIVES 




















Pictured above are some of the 31 Tax MANAGEMENT 
Portfolios to be made available to subscribers between now 
and September 30, 1960. Seven of these Portfolios are ready. 
The others will be issued, one at a time, on a regular bi- 
weekly schedule. Each new Portfolio will be accompanied 
by the bi-weekly Tax MANAGEMENT Memorandum, which 
shows how active tax managers are handling major tax 
matters, gives the views of tax experts—in business, private 
practice, or government—on tax proposals, and presents the 
consensus of corporation tax officials (at periodic round-table 
discussions) on the best possible solutions to problems of 
immediate interest. 

This unique tax service offers you: 

practical help in solving tax problems 

M expert tax program guidance 

M usable information on specific tax problems 

 “how-to-solve-it” tax assistance from practicing tax 

administrators, lawyers, and accountants 

What each TAX MANAGEMENT Portfolio contains: 
@ a Situation Guide—listing commonly recurring problem 
areas and providing references to solutions in the Portfolio 
@ a Tax-Pattern Outline—supplying a brief explanation of 
typical problems and possible solutions 
@ a Detailed Analysis—providing a thorough treatment of 
specific tax problems in a given area, to enable the tax admin- 
istrator to give sound advice to management 
@ WORKING PAPERS—a complete set of worksheets for 
execution, reference, and distribution, containing “what-to- 
do” information for the tax executive, lawyer, and account- 
ant, to facilitate the giving of instructions to accounting, sales, 
and other departments. 
@ a Bibliography—containing helpful reference material, 
including official and unofficial sources 

To meet the differing needs of those concerned with cor- 
porate income taxes, two Subscription Plans are being offered. 
Please indicate the Subscription Plan you prefer on the form 
below, and mail it back to us today. 











Topic-by-Topic Analyses of Cor- 
porate Income Tax Law with Full 
Treatment of Each Tax Problem 


Complete Sets of Worksheets 
for Putting the Most Advanta- 
geous Tax Practices into Effect 








Twenty-seven experts actively engaged in 
corporate tax administration, practice of 
law, and accountancy offer their guidance 
through this TAx MANAGEMENT Service. 
This outstanding board of advisory and 
contributing editors is headed by Leonard 
L. Silverstein, co-author of Mertens’ Law 
of Federal Income Taxation, and a for- 
mer member of the Legal Advisory Staff, 
Treasury Department. 


PUBLICATION SCHEDULE 


Starting September 14, 1959, a new Port- 
folio will be issued every two weeks. 


: State Taxation of Multi-State Business 

Corporate Acquisitions - Payroll-Tax 
Problems of Employees Working Abroad 
- Estate Planning for Corporate Executives 
- Consolidated Returns - Depreciation and 
Amortization + Special Fringe Benefits 
- Pension Plans and Profit-Sharing Plans 
- Stock Option Plans - Deferred Compensa- 
tion Plans - Filing of Returns, Collection 
of Tax, and Refund Procedure - Withhold- 
ing and Payroll Tax Procedures + Prepara- 
tion and Use of Schedule M - Special Tax 
Refund and Payment Problems - Net 
Operating Loss Deduction - Leased Equip- 
ment and Warranted Products - Expenses 
in New Product Development - Travel and 
Entertainment Expenses - Inventory Meth- 
ods - Reserve for Bad Debts and Esti- 
mated Expenses + Accrual of State, Local 
and Federal Taxes - Corporate Dividend 
Distributions and Stock Redemptions 
- Corporate Liquidations - Foreign Opera- 
tions — Base Companies + Federal Excise 
Taxes + Audit and Conference Procedures 
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: The Bureau of National Affairs, Inc. 

1231 24th Street, N. W., Washington 7, D. C. 

I Check one tc/10 

i (1 I wish to accept Full Service Subscription Plan. Please enter my 

order for TAX MANAGEMENT Portfolios and the bi-weekly TAX MANAGEMENT 

f= Memorandum at $344 per year, and send me as a bonus the first five 

r Portfolios listed alongside. I understand I may return all materials, express 

collect, within 30 days for full cancellation of charges. 

4 [] I wish to accept the Memorandum Subscription Plan. Please enter my 

i order for TAX MANAGEMENT Memorandum at $45 per year, and send me as 
a bonus the Tax MANAGEMENT Portfolio I have checked alongside. I 

j understand I may return all materials, express collect, within 30 days for 

' full cancellation of charges. 

b 
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L Add sales tax where applicable. 
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TAX MANAGEMENT Memorandum subscribers 
should check one of the seven Portfolios 
listed below. Full Service subscribers auto- 
matically receive the first five as a bonus, 
and the other two as part of the Service. 


(] Declarations and Payments of Estimated 
Tax 

{] Sickness and Disability Benefits 

{] Moving Expenses 

(] Corporate Separations 

() Foreign Income—Export Sales 

(] State Taxation of Multi-State Business 

() Corporate Acquisitions 
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being made, and a half day on the part of 
the supervisor). Obviously, where posi- 
tion titles and duties are the same for 
many people (as, for example, sales rep- 
resentatives), there is no need to spend 
time with each person. 

Defining results and resources cate- 
gories represents the key point in the entire 
effort. These categories must be specif- 
ically tailored to the job and the super- 
visor must agree, if the benefits of the 
system are to be realized. Thus, it is essen- 
tial that the over-all effort of preparing 
these statements be shared by the study 
team and by the managers whose activities 
are covered by the system. 

2. The next step is to try out the sys- 
tem in a segment of the organization. We 
started with a district. It soon became ap- 





parent that the decisions made in the dis- 
trict and the actions taken there affected 
people in other parts of the organization. 
At the same time, it is evident that actions 
of ae in other districts, in the divi- 
sion office and in the home office also had 
a bearing on what was being done in the 
“guinea pig” district. Furthermore, the 
district was found not to include a broad 
enough sample of different jobs. Thus, it 
was necessary to carry the test beyond the 
boundaries of a particular district—in our 
case to a division. 

3. Concurrently, steps should be taken 
to establish the information-transfer sys- 
tem needed to produce desired reports. 
This calls for: 


a. Determining sources of input informa- 


INFLATION—Facts: Facets: Future 


The Economic Conditions under which Business Now Operates. 
Dr. Addison T. Cutler, Special Economist, and Fred O. Kiel, Senior 
Economist, Federal Reserve Bank of Cleveland. 


Accounting in an Inflationary Era. 


Leonard Spacek, Arthur Andersen & Co. 


and Perry Mason, 


American Institute of Certified Public Accountants. 
Plus a panel of members of Controllers Institute. 


tion by scanning each report format, 
item by item. 

b. Developing input mechanism, includ- 
ing frequency of reporting, permissible 
time lags and establishment of input 
and processing controls. 

. Writing computer programs. 

. Designing output forms. 

. Identifying deletions from the present 
reporting system. 


eo QA 


The computer programming effort, in 
our case, is done largely by people in the 
Data Processing Unit of the Comptrollers 
Department. The remaining activities are 
conducted by the task force. 

4, The last step is a comprehensive ex- 
planation of the entire procedure to all 
people affected. 
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Counteracting Inflation in Costs, Labor and Tax Planning Areas. 
Moderator, Charles Stewart, Machinery & Allied Products Insti- 
tute. 


Outlook for Labor Cost. 
Leland Hazard, Carnegie Institute of Technology. 


Cost Reduction. 
C. C. Caditz, Metal Products Company. 


NATIONAL 
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CONTROLLERS 


OF 


How Foreign Operations Are Conducted and Why. 
Moderator, Harvey Williams, president, Philco International. 


Dealing with Peoples and Authority Abroad. 
Stephen Rundt, Rundt Associates. 


Accounting Control Procedures for Foreign Operations. 
Jerome Bennett, Staff Finance Executive, Ford Motor Com- 
pany, International Division. 





Foreign Operations and Foreign Competition. | 
General Edward P. Curtis, vice president, Eastman Kodak Co. 


AMERICA 


2 5.4 : y 8 


Plus 


Industry Round Table Conferences on Various Subjects. 


Guest Speakers: Walter Cronkite, News Commentator, Columbia | rY\¢ 
Broadcasting System, and Edward J. Magee, Executive Direc- | ; 
tor, Allegheny Conference on Community Development. 

Annual Business Meeting, Controllers Institute. 


Banquet and Entertainment. 


An d Special Events for the Ladies. 


PENN-SHERATON HOTEL - PITTSBURGH 


steams: 


Sponsored by 
the Pittsburgh Control 
of Controllers Institute 
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The STROMBERG® 
TRANSACTER* 
SYSTEM 


Why it was developed 


and what it can do eS T<—_ eee 


Until the development of the STROM- 
BERG TRANSACTER Data Communica- 
tions System, industrial data gathering 
and transmission was a relatively prim- 
itive operation—completely dependent 
on manual recording and delivery, and 
subject to human fallibility every step 
of the way. The methods and techniques 
lagged far behind the speed, accuracy 
and efficiency of electronic machines 
widely used in data processing. 


Now, however, Stromberg Time Corpo- 
ration has developed, installed, and 
proved under actual operating condi- 





tions an electronic system which 
gathers industrial data at the factory 
department location, transmits it to the 
processing center and compiles it on 
universally machineable paper tapes. 
It provides the heretofore ‘‘missing 
link” in industrial data processing. 
The entire operation, from factory de- 
partments through compilation, now 
takes only seconds—even when mul- 
tiple stations are involved. 


Simply stated, the TRANSACTER SYS- 
TEM is the first successful data collec- 
tion system designed specifically for 
use in the factory. It obviates the 
necessity for intervening paper work 
and clerical operations between widely 
scattered data sources and a central 
processing office. 





Compilation of management reports 
that has heretofore taken days—even 
weeks—can now be fully accomplished 
in minutes! Production and inventory 
control, job costing, receipt and ship- 
ment, on-line communication, job or- 
der recording—these are just a repre- 
sentative few of the scores of potential 
assignments for the TRANSACTER 
SYSTEM in modern industry. 


Complete information concerning the 
Transacter System may be obtained 
from Stromberg Time Corporation at 
Thomaston, Connecticut, or from any 
ef its Sales and Service Offices in the 
U.S. A. 


*Trademark of Stromberg Time Corporation 


at the 


CONTROLLERS 
INSTITUTE 
CONFERENCE 


Pittsburgh —October 25-28 


SEE in ACTION 


the newly announced 


STROMBERG 
TRANSACTER’ 
SYSTEM 


for 
industrial 
data collection 


Penn-Sheraton Hotel 
Booth Nos. 43 & 44 


TIME CORPORATION 
makers of the world’s finest time equipment 


Thomaston, Connecticut 


SUBSIDIARY OF GENERAL TIME CORPORATION 
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LL LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 





Rye, N. Y. (ABOVE LEFT) 

On the day prior to the recent meeting 
of the national Board of Directors of 
Controllers Institute of America, held at 
the Westchester Country Club, President 
Roger A. Yoder, vice president-finance, 
Detroit Steel Corporation, met with the 
Area vice presidents to coordinate their 
plans for the 1959-60 fiscal year. 

Around the table (/eft to right) are 
J. McCall Hughes, national chairman of 
the Board of CIA; John C. Shea, vice 
president of the Southern Area; James L. 
Peirce, immediate past Board chairman; 
D. E. Browne, a past national president 
who represented the Western Area at the 
meeting ; Edward H. Eaton, vice president, 


North Central Area; Mr. Yoder; Paul 
Haase, managing director of Controllers 
Institute; Ben Makela, associate secretary, 
CIA; Donald P. Jones, vice president, 
Eastern Area; Donald A. Robertson, vice 
president, Midwestern Area; and Eric L. 
Hamilton, vice president, Northeastern 
Area. In the background is a blow-up of 
the new Area map and organization chart. 


(ABOVE RIGHT) 

Institute officials discuss reorganization 
plans. Standing before a blow-up of the 
new letterhead to be used by Controllers 
Institute Research Foundation are: (Left 
to right) J. McCall Hughes, Roger A. 
Yoder, and Robert L. Dickson, 1959-60 
president of the Foundation. 





Chicage, Ill. (we.ow vert) 


Members of the Chicago Control of 
Controllers Institute opened their season 
of dinner meetings on September 17 with 
an address by Lem Hunter, vice president 
of Inland Steel Company, on the steel 
strike. Honor guest at the meeting was 
Roger A. Yoder, president of the Insti- 
tute. Mr. Hunter is seated fourth from 
the left at the head table; Mr. Yoder is 
fourth from the right. Seated center is 
Raymond H. Giesecke, president of the 
Control and treasurer, McGraw-Edison 
Company. Others at the head table in- 
clude (left to right) Robert A. Bowen, 
assistant controller, Quaker Oats Com- 
pany; Paul Haase, managing director, 
CIA; O. R. Egan, comptroller, Inland 
Steel Company; Leonard S. Zieve, treas- 
urer-controller, the Toni Company Divi- 
sion of the Gillette Company; Rexford 
E. Bruno, comptroller, United Airlines, 
Inc.; and Charles F. Axelson, controller, 
United States Gypsum Company. 

(BELOW RIGHT) 

Institute President Yoder (center) is 
greeted by Charles Z. Meyer (right), 
1951-52 president. Past President James 
L. Peirce, 1957-58, is looking on (/eft). 
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Civil Servants’ Productivity Up | 
The productivity of federal govern- 


2A ment employes improved during the 


Jast 12 years at an annual average rate 
of 114 per cent, according to an analy- ) () \ | T 
sis by Henry D. Lytton, an economic 
consultant in Washington. His analysis 


is based on output by the person rather 


than by the hour. It uses a combination 
of methods to calculate the work put 
into a job and the product that comes 


out—the relationship being productiv- 
ity. 

Mr. Lytton used recent estimates by 
the National Bureau of Economic Re- 
search to compare government with pri- 
vate industry. The Bureau's estimate, 


as reported by Mr. Lytton, found pro- | 
ductivity rose in the private domestic | DIPLO \ | 
economy at an average of 3.1 per cent a | 
year for the 12 years through 1958— | 


the years covered by the Lytton study. | 
His analysis was based on computa- | [TQ OPERATE THE NEW PLUS-O-MATIC DUPLEX ADDING 


tions already prepared by five govern- 


ment agencies that employed roughly | CALCULATOR WITH 7 

two thirds of the civilian federal work- 

ers outside of Congress, the judiciary = Olior 
and the Defense Department. Oy x 























The five agencies showed average an- | 
nual improvement ranging from 14 | 
of per cent in the Post Office to 8 per cent 
in the Commodity Stabilization Serv- 
son 
. ice. The over-all figure showed a de- 
vith 8 
"ee cline for 1953 and 1958, but an advance 
| of 17 per cent for the full 12-year 
teel oA y 
“wis period. 
sti 
rom Railroad Data Processing 
r is 
- is The settlement of interline freight ac- | 
the counts between three major railroads has | 
son been effected through a simple exchange | 
in- of magnetic tapes. Representatives of the | 
en, Illinois Central Railroad (Chicago), | 
>m- Southern Railway (Washington, D. C.) | 
tor, and Union Pacific Railroad (Omaha) ex- | 
and change their monthly checks, supported | 
>aS- by a roll of magnetic tape in lieu of the | 
ivi- large stacks of interline abstract sheets 
ord hitherto exchanged between these rail- | 
1€s, toads each month. The new procedure has 
ler, become possible because of the compati- | PLUS-O-MATIC is engineered for every day use on 95% of all your office 
bility of the data-processing installations | figure work—every day because it can be operated by any clerk! 
. 
is of the three railroads. Settlement of | No bottlenecks now when the regular operator is absent. No need to pay 
freight accounts represents both the larg- | : ” “ ‘ 
t), TA ol tak ti Pipes. premium wages for “graduate” operators because you don’t need a 
nes eee Ce: EERE SOS SN Ne diploma to operate the New PLUS-O-MATIC! 
largest amount of paper exchange be- | 
tween railroads. In the new procedure, the | Multiplies and subtracts as quickly as it adds. Features the extra “Memory” 
information on the tapes will be fed into | register for automatic grand- and net-totals, direct addition or subtraction 
large-scaled data-processing machines used _| from the rear dial and the New “Magic Multiplication.” 
by the receiving railroad. | Perfect for payroll, billing, analytical and statistical work. Invaluable for 
mass figure work in large organizations with personnel turnover. 
SPACE PLANNERS | 
hPLUS! Computing Machines Division 
INTERIOR DESIGNERS | 
aie S CONTROL SYSTEMS, INC. 
Planning Means ry | ; 
Efficient and 
O22 Economical Dif in. | 5 Beekman Street * New York 38, N.Y. |° st 2-0045 
59 Office Operation | Renreseniaian i... 
— ——53 Park Pl., New York 7, N. Y., WOrth 2-6080 —! | epresentatives In Principal Cities 
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FACTUAL 
APPRAISALS 


for every valuation need 





@ Insurance — coverage 
and proof of loss 





@ Property, cost and 


general accounting 





Corporation finance 





Legal requirements 





Purchase or sale 





Reorganization, merger 
or consolidation 


THE LLOYD -THOMAS CO, 


Recognized Appraisal Authorities 
4411 Ravenswood Ave., Chicago 40, Ill. 





Offices — Coast to Coast 


First for Factual Appraisals Since 1910 











NORTHERN IOWA HAS THE THINGS 
YOU WANT IN A PLANT SITE 


. FINE COLLEGES 
& UNIVERSITIES 


7) 


YOU CAN FISH, 
HUNT & BOAT 










OUTDOOR LIVING 
AND GOLFING 






FREE COLORFUL 








HOME OWNERS’ 
PARADISE, TOO 
Containing vital information on cities offering in- 
dustrial sites for your consideration and approval 
lowa’s “Golden Quarter” is ee 
on the move. Don’t overlook 
these wonderful locations . . . 
all have tremendous possibili- 
ties. You and your company SKILLED WORKERS 
stand to benefit. Write today! a i eo eee 


MAIL REQUESTS TO: 
JOSEPH E. HALL, presient 
McCOY TRUCK LINES, INC. 
WATERLOO, 10WA 


MsCoy 
SS_ TRUCK OLINES => 


The Real McCoy 


McCOY OFFERS DAILY DIRECT SERVICE TO 72 
POINTS IN IOWA THROUGH THE CHICAGO- 
TWIN CITIES AND OMAHA GATEWAYS 


EXCELLENT SITES 
FOR INDUSTRY 
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Short-Term Investment of Surplus Cash 


(Continued from page 457) 


Commercial paper 

Another major outlet for surplus cor- 
porate funds—and an increasingly popu- 
lar outlet-—is commercial paper. Commer- 
cial paper refers to the short-term notes 
which are issued by finance and industrial 
companies to cover at least a portion of 
their short-term borrowing requirements. 
The paper of the prime finance companies 
usually sells at a slightly higher yield 
than U. S. Treasury bills of the same ap- 
proximate maturity, and the rates of the 
large industrial issuers and of secondary 
finance companies and industrial issuers 
scale upwards above the prime finance 
company level depending upon the invest- 
ment standing accorded to the issuer. The 
term ‘‘prime”’ is applied rather loosely by 
many individuals in the commercial paper 


| field to any well-known corporate name. 


In the strict sense and as used here, 
“prime” refers only to the largest finance 
companies who set the prime commercial 
paper rate. 

Finance company paper, in addition to 
providing a slightly higher yield than 
U. S. Treasury bills and most other gov- 
ernment securities, can usually be pur- 
chased with any specified maturity date 
from 30 days to nine months, thereby 
providing income to the investor up to 
the exact date that he may require the 


| funds. Several finance companies also 
| usually deal in maturities of five to 29 








days. The paper of industrial companies, 
on the other hand, is generally offered 
with maturity dates that are suited to the 
financing requirements of the issuer. Fi- 
nance company paper may be purchased 
directly from the issuer, or through banks 
or one of several brokers specializing in 
commercial paper. Industrial company pa- 
per is generally purchased through one of 
these same brokers. 

An area of controversy exists with re- 
spect to investment in the commercial pa- 
per of so-called second-line companies. 
Many investment advisors feel that expan- 
sion of commercial paper purchases be- 
yond the prime finance companies, plus 
several other major finance companies, 
constitutes an unwarranted degree of risk- 
taking by the investor for the sake of the 
incremental yield. 

An alternate viewpoint is expressed by 
numerous investors who feel that the ad- 
ditional 1/4 of 1% per annum which can 
frequently be obtained in the paper of 
medium-sized finance companies, for ex- 
ample, is a desirable objective. Although 
the smaller company may compare favor- 
ably on a statistical basis with the prime 
company—in terms of ratio of capital 
funds to total liabilities, for example, and 
in terms of other ratios—the corporate 
investor is forced to assume the mantle of 
investment analyst, if he embarks on a 
program of purchasing secondary paper. 


He is compelled to place a dollar limita- 
tion on investments in order to maintain 
diversification and is obligated to com- 
pute balance sheet ratios, to inquire into 
bank lines of credit, and to otherwise sat- 
isfy himself as to the investment standing 
of the issues of the paper. 

In actual practice, it is likely that a well- 
planned policy of Treasury bill investment, 
supplemented by investment in higher- 
yielding conventional securities and in 
ptime commercial paper, will produce a 
satisfactory income return, with less room 
for criticism or controversy than would 
exist if substantial amounts of second- 
line commercial paper are included in the 
portfolio. 

The commercial paper of the major 
Canadian finance companies, as well as 
Canadian government securities, can often 
be purchased at significantly higher yields 
than is offered by their United States 
counterparts. Unless protection against the 
hazards of currency exchange fluctuation 
is obtained, the U. S. investor is in a 
speculative position, however. When this 
hazard can be hedged by selling Canadian 
dollars forward, the Canadian holdings 
may afford a liberal and safe yield. The 
U. S. investor should remember that the 
15% Canadian withholding tax acts, in 
effect, to postpone collection of a portion 
of the interest earned. United Kingdom 
(British) Treasury bills have also been 
available from time to time in the past 
on a satisfactory yield basis, when the ex- 
change fluctuation risk could be hedged at 
low cost. 


Time deposits 

During many months of 1958, when 
interest rates on the various government 
securities declined to very low levels along 
with commercial paper yields, time de- 
posits placed in commercial banks pro- 
vided a comparatively higher return on 
investment. Many banks in the eastern 
section of the country were (and are) not 
receptive to interest-bearing time deposits, 
except under unusual circumstances. South- 
ern and western banks, however, with 
their proportionately higher savings de- 
posits and with the consequent opportunity 
to loan money on mortgages, frequently 
welcome time deposits. The corporation 
placing funds in a time deposit should be 
certain that the depository bank recog- 
nizes the arrangement as a mutually pe 
itable transaction, in order to avoid the 
illusion that the bank has extended a one- 
sided accommodation. 

The investor in time deposits should 
remember that his funds are frequently 
committed under a firm or gentlemen’s 
agreement not to request withdrawal prior 
to maturity, thereby virtually eliminating 
the possibility of riding the curve or of 
performing profitable switches which oc- 
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casionally can be developed in marketable 
securities. 


Bankers’ acceptances 


Bankers’ acceptances are purchased by 
many corporations as an investment me- 
dium. These acceptances represent notes 
which have been issued by borrowers to 
finance the export, import and domestic 
shipment or storage of goods, with the 
notes ‘‘accepted’” by the lending bank, 
thereby placing the credit of the bank be- 
hind that of the borrower. The notes are 
then salable in the open market as short- 
term investments. 


Other investment possibilities 
The preceding paragraphs have de- 


scribed some of the more conventional 
types of investment opportunities for 
corporations. There are other, less com- 
monplace, media for investment which are 
generally disregarded by the large cor- 
poration, because the amounts of money 
which can be placed therein are usually 
limited. The investor who is dealing with 
hundreds of thousands of dollars (rather 
than millions), who has the time and 
flair required, and who is “hungry” for 
the extra income which is sometimes avail- 
able may wish to look into the possibilities 
of savings and loan account deposits, sec- 
ondary market purchases of negotiable 
certificates of time deposit, investment in 
the called bonds or stocks of other com- 
panies, etc. 

At a couple of — in this article, I 
have referred to “banking relationships.” 
It should be remembered that the invest- 
ing corporation of today may very well be 
the borrowing corporation of tomorrow. 
And the executive who has strained his 
banking relationships by excessively re- 
ducing his bank balances to realize extra 
interest income from today’s cash funds 
may in fact have done his corporation a 
disservice, if it results in a frosty recep- 
tion at the loan window tomorrow. 


INCREASING INVESTMENT 
“KNOW-HOW” 


An encyclopedic review of the short- 
term investment of surplus cash would 
require considerably more text than is de- 
voted to the subject on these pages. The 
interested reader may expand his knowl- 
edge of the subject by reference to litera- 
ture which can be provided by major 
banks, by government security dealers, 
and by commercial paper brokers. Several 
theses submitted by candidates for post- 
graduate degrees constitute the most val- 
uable store of helpful information, but 
unfortunately have had only limited cir- 
culation. Additionally, “know-how” is 
obtainable through personal contact with 
investment personnel of other corpora- 
tions, banks, and security dealers. As in 
all areas of controllership, however, there 
1s probably no more effective means of 
learning than through doing. 
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What does your 
data processing 
actually cost? 


















la most organizations (small or large), 
the cost is in general overhead. It pays 
to find out true cost. Today’s average 
net profit is so low it may take $40.00 
or more in sales to pay for each over- 
head dollar. 


There is a reliable way to establish a 
cost criterion for data processing re- 
quirements in your company—punched 
card tabulation, special machine work, 
or programming and utilization of a 
large electronic computer . . . call us. 
We cordially invite comparison of R&S costs and results 
with your ¢rue internal costs and performances—it may prove 
interesting. 


Chances are you will gain by using R & S services because data 
processing is our business. We have the equipment, machine 
efficiency and technical skill. Besides, the work habits of the 
R&S staff are hard to duplicate. 


R&S services are flexible, we can create systems and pro- 
cedures to suit the needs of a company, large or small. And, 
the figures we quote for an assignment are guaranteed—the 
results assured. 


May we have a representative call? Simply write Dept. C 10 


RECORDING & STATISTICAL CORPORATION 


Operating a nationwide system of regional service bureaus for data processing 


Executive Offices: 176 Broadway * New York 38, N. Y. 


New York: 100 Sixth Ave., New York 13, N. Y. WOrth 6-2700 
RsS Boston: 566 Atlantic Ave., Boston 5, Mass. Liberty 2-5365 
‘ Chicago: 223 W. Jackson Blvd., Chicago 6, Ill. HArrison 7-7357 
: San Francisco: 560 Sacramento St., San Francisco 11, Cal. EXbrook 2-4341 
Montreal: 407 McGill St., Montreal, Canada. Victor 2-3831 
NATIONWIDE SERVICE Toronto: 439 Wellington St., W., Toronto, Canada. EMpire 3-4951 
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COMMENTS ON 
“RETURN ON WHAT INVESTMENT?” 


the streams of cash flows is most desir- 
able.® 

The decision involving the choice of 
optimum-sized plant is another mutually 
exclusive investment decision. Here the 
investments all perform the same func- 
tion, but have different capacities and dif- 
ferent costs. There is no reason why the 
cash flows resulting from the different 
possible facilities cannot be analyzed and 
the best alternative chosen. Thus one al- 
ternative may be to build only enough 
capacity for present needs. Another alterna- 
tive may be to build twice enough capacity 
as is needed now on the assumption that 
demand will gradually grow over the next 
ten years. The cash flows resulting from 
both these assumptions can be estimated, 
and a correct decision made. An incorrect 





FOUNDRY CONSULTANT 
NONFERROUS 

Sand Casting; Permanent Mold Casting; 
Centrifugal Casting: in Aluminum, Brasses, 
Bronzes. 30% Leaded Bronze; Aircraft 
Quality Bearings and Castings. 

Ed Jenkins, 286 Penobscot Bldg. 
Detroit, Mich. Phone—Woodward 5-7947 











FOR 

°¢ Tax 

¢ Accounting 

¢ Insurance 

¢ Property Ledger Tie-in 

¢ Remaining Life Estimate 

¢ Capital and Expense 
Distribution Analyses 

¢ Verification of Additions, 
Retirements and Transfers 

¢ Cost Allocations 

¢ Depreciation Studies 

¢ Economic Surveys 

¢ Replacement Reserves 

¢ Proof of Loss 


Send for free brochure 
“THE PURPOSES OF APPRAISALS” 
Dept. 439 


STANDARD 
APPRAISAL 
COMPANY 


DIVISION OF 


MARSHALL and STEVENS 


INCORPORATED 


6 CHURCH ST., NEW YORK, N.Y. 
CORTLANDT 7-4493 





Correspondence (coninued jrom page 448) 


decision will be made if the cash flows 
resulting from today’s demand is com- 
pared with outlays required for supplying 
enough capacity for the next ten years. 

If the excess capacity is purchased, 
should it affect the measure of perform- 
ance of today’s operations? A “yes” an- 
swer is incorrect. In a sense we are buying 
the cash proceeds of the next ten years 
and paying a certain amount for the pro- 
ceeds of each year. Carrying this assump- 
tion to a logical conclusion will result in 
a measure of performance undistorted by 
the purchase of excess capacity.7 Stated 
more simply, the portion of the invest- 
ment not intended to be used in the ac- 
counting period should not affect the 
measure of performance of that period. 

As a by-product of the question con- 
sidered above, Weaver explores the ques- 
tion of whether the single investment 
which forces the purchase of a new boiler 
should bear the entire cost or a pro rata 
| share of the cost of the boiler based on 
the needs of the new investment. In mak- 
ing the investment decision, the new 
boiler should bear the burden of the total 
| cash flows which will result because a 
| new boiler is being purchased, but the 

analysis of cash flows should include the 
cash resulting from any new products 
| which may be added because of the in- 
| creased capacity. 
| Let us assume that the new boiler is 
purchased, and there is excess capacity. If 
| a new product comes along which can re- 
cover variable cost and a little over, but 
| not its share of the cost of the boiler, 
should it be added? The answer is “yes,” 
since on an incremental basis the company 
will be better off by the amount of the 
excess of revenues over the variable cost. 

Weaver then asks the question of how 
to incorporate the fact that the next pur- 
chase of a boiler is advanced since the 
new product has been added. The impli- 
cation is that we will continue to add 
boilers and then add on an incremental 
basis products whose revenues do not 
cover boiler cost, thus we are making in- 
correct decisions. 

Actually we must not forget that when 
the boiler reaches capacity, and a new 
product is being considered, that one of 
the alternatives will be to drop one or 
more old products to make room for the 
new product. In this situation an old prod- 
uct which is not recovering its share of 
the new boiler will be re-appraised and 
its abandonment considered. 





Thus it may be desirable to add a prod- 
uct when there is excess capacity and drop 
it when the capacity is needed. In consid- 
ering the addition of a product which 





does not recover its full costs of produc- 





tion, we should take into consideration 
the ease with which the product may be 
dropped if the situation a excess Capacity 
becomes a situation of not enough ca- 
pacity. 

How does the prospect of inflation af. 
fect the decision whether or not to build 
excess capacity? If we expect inflation to 
outrun technological improvement, our 
preference would generally be to build 
excess capacity now before prices go up. 
But how much excess capacity? This ques- 
tion can be answered by comparing the 
cash flows which result assuming imme- 
diate purchase and delayed purchases. 
While this comparison becomes complex 
using return on investment, or rate of re- 
turn (or profitability index), it is easy to 
compute using the present-value method. 


CONCLUSIONS 

In making decisions or measuring per- 
formance there are problems of deciding 
on the relevance of the cost of facilities 
presently owned (thus fixed costs) and 
the cost of facilities being considered 
which may have excess capacity. This au- 
thor considers the present facilities rele- 
vant in making investment decisions if 
there is an a cost connected 
with using the facilities. To make the in- 
vestment decision involving additional 
plant, which will make use of present 
facilities, the explicit computation of the 
opportunity cost may be by-passed by the 
use of the present-value method of dis- 
counting cash flows, but the principle of 
Opportunity cost is built into the proce- 
dure since all possible uses of the facilities 
are considered. 

When the purchase of excess capacity is 
being considered, the justification for the 
excess capacity must be based on the pros- 
pect of future use. The amount of excess 
capacity which is desirable may be com- 
puted making use of the present-value 
method of discounting cash flows. After 
purchase, the excess capacity should not 
affect the measure of performance of the 
initial accounting periods, if at the time 
of purchase it was expected that there 
would be excess capacity. 

Though differing in detail, this author 
agrees with Weaver on the use of an in- 
cremental analysis, which takes into con- 
sideration the timing of the cash flows by 
discounting the flows back to the present, 
to solve the type of problems being con- 
sidered in this paper. 


° Weaver, op. cit., p. 368. Weaver suggests 
the use of rate of return, but the author would 
prefer the present-value method. It is possible 
to reconcile the two procedures in the type of 
situation being considered. 

* See Bierman, op. c/t., pp. 370-371. 


HAROLD BIERMAN, JR. 

Associate Professor 

Graduate School of 

Business and Public Administration 
Cornell University 

Ithaca, N. Y. 
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Prentice-Hall, Inc., Extends a Special Invitation to Readers of The Controller 











outlays. Gives step-by-step procedure for isolating the one 
most profitable alternative when dollar decisions are at 
stake. Reveals ways to increase the ratio of profit to invest- 
ment, by choosing the course of action which offers max- 


imum profit potential. 


Let us send you this profit-pointing guide, to examine for 10 days and judge 
its value to you. “FINANCIAL ANALYSIS FOR MANAGEMENT” can be 
of enormous benefit in helping you (1) to avoid the danger of sending good 
money after bad, and (2) to select with mechanical precision the most prom- 


ising profit opportunities. 


First study of its kind ever published! Shows how to for- 
mulate precise management decisions on proposed capital 


Scomine FREE Yort0 days 
FINANCIAL ANALYSI 
FOR MANAGEMENT 


By RONELLO B. LEWIS, Partner, E. F. Hutton & Company 





The Author 


Ronello B. Lewis, 
as Vice President 
and Controller of 
Olin Mathieson 
Chemical Corpora- 
tion, from 1953 to 
1957, headed an ac- 
counting and con- 
trol organization that performed serv- 
ices for management in more than 20 
operating divisions of a rapidly grow- 
ing industrial corporation. 

From 1949 to 1953 Mr. Lewis was con- 
troller of the Radio Corporation of 
America, and for seventeen years 
prior to that he was with two mer- 
chandising companies. 

Mr. Lewis is a member of the Con- 
trollers Institute of America and a 
Trustee of its research arm, The Con- 
trollership Foundation. In August, 
1957 he became a partner in E. F. 
Hutton & Company, members, The 
New York Stock Exchange. 














Here are a few of the highlights of this extraordinary report: 


1. It gives 10 tested rules for appraisal of proposed capital outlays. 


2. It gives a series of exhibits showing the steps taken in measuring, weighing, and choosing between two or more alter- 


natives for greater profit. 


3. It provides a standard six-page format for summarizing background data on a company to be purchased or acquired. 
Also an analysis technique for determining the basis for merger and weighing the relative merger advantages. 


4. It offers a technique for grading up profits through better product mix and as an instrument for diversion of capital into 


more profitable channels. 


5. It presents 37 life-size exhibits of forms illustrating treatment of numerous problems of analysis, all supported by fig- 


ures and examples. 


6. It offers an approach that shows at a glance the profit contribution of any division, segment, branch, region or line, or 
other sub-classification. Also covers four methods of inter-divisional pricing. 


7. It explains the author's ‘Rule of Seven.” How to isolate seven key figures to find the rate of return on the proposed 


investment. 


We want you to see, at our expense, how you can apply the 
advantages of a clearly-drawn financial analysis to start 
profits on an upward trend. Send for a free-trial copy of 
“FINANCIAL ANALYSIS FOR MANAGEMENT.” Use 
any or all of the formats, tables, and other guiding material 
in the report. That way, you will discover the continuing 
thousands of dollars of solid worth you will be getting for 
the price of just $25. After that, if you decide to keep it, 
mail us your check. Otherwise the use you have had of it 
will cost you nothing; simply return it in ten days. Send for 
your free-trial copy today—mail the coupon. 
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cents for postage and shipping)‘in full payment—or simply return 
the book and owe nothing. 
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Crucial Choices Determine 


Success or Failure of EDP 

Arriving at a good decision as to the 
size and scope of an electronics program 
and carrying it out are two distinctly dif- 
ferent matters, according to Business 
Experience with Electronic Computers, a 
forthcoming research report of Controllers 
Institute Research Foundation. A major 
deficiency in either area will rarely per- 
mit over-all success and will most likely 
lead to serious difficulty, the authors re- 
port in citing fundamental propositions 
for a successful business electronics in- 
stallation. 

Of the thousands of individual judg- 
ments and choices which must be made in 
the course of reaching a basic decision and 
implementing a program, there are some 
which will be of critical importance, dras- 
tically improving or reducing the chance 
of success. It is around those crucial 
choices, which bear most strongly on suc- 
cess or failure, that the report revolves. 

A synthesis of the experience of 17 
companies shows that it is well for a com- 
pany considering or embarking on an 
EDP program to recognize the following 
points: 

1. The objectives, or at least their rela- 
tive importance, are often not clear to an 
EDP group and they, therefore, need 
direction and guidance in this respect. 

2. Many of these objectives are not 
easy to evaluate in monetary terms, yet 
some value must be placed on them if a 
proper economic appraisal is to be made. 

3. In most companies, some objectives 
will conflict with others. For example, 
better customer service may be achieved 
only at added cost; greater accuracy and 
control only at the expense of speed. 

4. Since it is often not possible for 
management to state its objectives clearly 
without some understanding of the costs, 
risks and gains involved, it is usually too 
much to expect that a single meeting will 
suffice to get these objectives clearly es- 
tablished. 

5. The process of consciously establish- 
ing objectives will often overcome the bias 
of the group originating the interest in 
electronics. 


olen 


6. The process of establishing or help- 
ing to establish goals and objectives helps 
to educate management in EDP and to 
provide a sound basis for both the support 
and the critical evaluation which they 
should supply. 


More Automation on Wall Street 


$3 million worth of electronic data- 
processing equipment has been moved 
into the New York offices of Bache and 
Company. One of the world’s largest stock 
brokerage houses, Bache is leasing the 
IBM 705 Model III computer to handle 
its growing volume of stock transactions. 

The computer will enable it to complete 
the paperwork on its average of 6,500 
daily trades in 12 hours—half the time 
needed previously. In addition to proc- 
essing purchases and sates, the system will 
maintain stock records, perform margin 
and bookkeeping operations and prepare 
monthly customer statements. - 

A fully automatic brokerage private 
wire system, a 27,000-mile, two-way net- 
work leased from Western Union, links 
Bache offices throughout the country. One 
important feature of the system is a device 
in its New York high-speed message 
center that automatically segregates and 
distributes messages, arriving from all 
points, to 25 posts in the Bache order 
room. Provision is also made for priority 
traffic. 


Corporate Aid to Education 
International Business Machines Corpo- 
ration announced it will match ane 
tions made by its employes up to $1,000 
for each institution per calendar year. The 
IBM Matching Grants to Education Pro- 
gram includes accredited colleges, uni- 
versities, and technical and _ business 
schools above the high school level. 


Christmas Currency 

Cash presents to unnamed recipients 
were disallowed by the Tax Court as a tax 
deduction when the firm which gave the 
currency at Christmas time to employes of 
customers and suppliers refused to di- 
vulge the recipients’ identities. The com- 
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pany had claimed the grants, which in one 
year totaled as much as $27,500, as an ad. 
vertising expense. 


Plow Back or Pay Out? 


The New York Stock Exchange maga- 
zine doesn’t answer this question, but it 
did compile a list of 20 high dividend 
payers and 20 low payers figured as a per- 
centage of profits. A comparison of the 
two lists shows pay-outs in 1958 among 
the 40 companies ranged from 10.3 per 
cent of the net available for dividends to 
115.4 per cent. In each of the past five 
years every one of the 20 issues in the 
large pay-outs group has made cash divi- 
dend payments amounting to 67 per cent 
or more from the net available for that 
purpose. In each of the past five years 
none of the 20 issues in the small pay-outs 
group has made cash dividend payments 
amounting to as much as 49 per cent of 
the net available. 


Financial Assets of Individuals 
Higher in 1958 


A sharp increase in the market value of 
preferred and common stocks was the 
major factor in boosting the level of indi- 
viduals’ financial assets by more than $130 
billion between the end of 1957 and the 
end of 1958, according to the National In- 
dustrial Conference Board’s “Road Maps 
of Industry” series. 

At the close of 1958, individuals in the 
United States owned nearly $900 billion 
worth of financial assets. Holdings of cor- 
porate stocks and bonds amounted to 
$377 billion, with the remaining $513 
billion consisting of cash, bank deposits, 
savings and loan shares, insurance and 
government securities. 


Trend to Tape Continues 


Sales of magnetic tape last year topped 
$21 million—almost double 1957’s $11.7 
million and more than three times the 
$6.2 million of 1953. Businessmen find 
the many assets of magnetic tape add up 
to substantial cost reductions. One is the 
tape’s ability to retain masses of informa- 
tion in a small space permanently and to 
permit it to be erased and replaced if 
need be. Tapes can be cleaned and reused 
again and again, and the information can 
be reproduced at high speed immediately 
after recording since there’s no develop- 
ing or processing involved. In addition to 
feeding computers and storing records, 
tape is used in running machine tools, re- 
broadcasting TV shows, recording music, 
and filing Social Security reports. 


U.S. Productivity Still Rising 
Contrary to a position taken by some 
labor, business and financial leaders, the 
productivity of the United States economy 
has been increasing at an even greater rate 
in recent years than in the period before 
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World War II, according to a forthcom- 
ing study by the National Bureau of Eco- 
nomic Research. The national product per 
capita in the United States, measured in 
real, not inflated terms, is higher than in 
any other country, and because man-hours 
of work per capita are lower in this coun- 
try than any other, national product for 
each man-hour is higher still. 

Over the last eight or nine decades, na- 
tional product per capital has been rising 
in the United States at a rate approaching 
20 per cent each decade. For the private 
economy, national product for each man- 
hour of work rose more rapidly—about 
25 per cent in each decade. According to 
the report, an important fact is that the 
long-term th of advance in man-hour 
output has been speeded. 


‘59 Plant and Equipment Programs 
Higher Than Anticipated 

Business expenditures on new plant and 
equipment are expected to amount to 
$32.5 billion in 1959, compared with the 
1958 investment of $30.5 billion, accord- 
ing to the latest joint survey of the Securi- 
ties and Exchange Commission and the 
Department of Commerce. The total is 
seven per cent above capital outlays for 
1958 and 12 per cent below the 1957 ag- 
gregate. Except for public utilities and 
nondurable goods manufacturers, all major 
industry groups have raised their 1959 
programs from those anticipated earlier 
this year. 


Big Spender 

On the first day of the 1959-60 fiscal 
year, the Federal Government spent ex- 
actly $225,523,157.27, more than $2,600 
for each second of the 24 hours. Although 
this was more than the entire annual 
budget for any year up to the time of the 
Civil War, it was just an average day’s 
spending under a $77 billion budget. 


Student Edition of Annual Report 

Scott Paper Company has published a 
special Student Edition of its regular 1958 
annual report. The Student Edition con- 
sists of the regular report with specially 
annotated pages, keyed to the text and 
figures, containing brief explanations of 
corporate operations and accounting ter- 
minology. Special attention is devoted to 
the consolidated financial statements, the 
shareholders’ investment and other sig- 
nificant items. 


Employe Presents 

IRS has ruled that the value of a tur- 
key, ham, or other nominal property gifts 
bought by the boss and handed each em- 
ploye at Christmas or other holidays is not 
taxable income to the recipients. In addi- 
tion, the cost of such presents is deduc- 
tible by the employer as a business ex- 
Pense since they are intended to ‘promote 
800d relations” with employes. 
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How fixed 
are “fixed” 
assets? 


from the Clients’ Service Bulletin of The American Appraisal Company 


The mere mention of the term “‘cur- 
rent assets” brings to mind such 
items as cash, inventories, and ac- 
counts receivable. These assets are 
considered short-lived, mobile and 
changeable; yet, during their com- 
paratively short life, an accurate ac- 
count is kept of each item until it 
clears through the records. 


—often the largest item on the bal- 
ance sheet—can be said to be on the 
move, it is desirable to provide for 
their control and accounting as effec- 
tively as for current assets. This is 
possible through basic unit property 
records kept constantly up to date 
to reflect changes that have actually 
taken place or that may be contem- 


plated by management. 


Trend to relocation 


Can ‘“‘fixed’’ assets—the plant it- 
self, buildings and equipment—go 
through a metamorphosis and 
emerge as assets necessitating sim- 
ilar financial control? By time- 
honored precedents, manufacturing 
facilities have, until recently at least, 
been designated as ‘“‘fixed” with all 
the permanency, long life and im- 
mobility that the word implies. 

In recent years many plants have 
relocated to take advantage of more 
favorable sources of raw materials, 
better transportation, available labor 


* * * 


American Appraisal Service furnishes up- 
to-date, authoritative information about 
assets, including the adequacy of deprecia- 
tion provisions. Conclusions are reached 
only after careful consideration of all factual 
data. An American Appraisal report repre- 
sents more than 60 years of experience in 
the field of valuation for purposes of taxes, 
property control, accounting, insurance and 
corporate financing. 
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Company® 
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and nearness of markets. Existing Atlanta Cincinnati Kansas City Philadelphia 

equipment is also subject to acceler- Baltimore Cleveland Los Angeles Pittsburgh 
Boston Dallas New Orleans St. Louis 

ated obsolescence, abandonment,  puftaio _— Detroit ete Sanliniiies 
Chicago Washington 


changes in use, reconstruction or re- 
placement. Are such assets “‘fixed”’ 
in view of the existing trends to im- 
provement or change? 


Properties ‘ton the move” 


With the possible exception of land, 
‘fixed’? assets are not fixed in the 


future event or decision of manage- 
ment may cause the continued use 
of the ‘‘fixed’’ assets to be termi- 
nated more quickly than anticipated 
because of sale, abandonment or 
obsolescence. 

In this era when plant properties 
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MR. MAROHN 


NEW CONNECTIONS .. . 


James A. Marohn was elected executive 
vice president of the Leece-Neville Com- 
pany, Cleveland, Ohio. . . . T. P. Boyle 
has joined Canada Iron Foundries, Lim- 
ited, Montreal, Quebec, Canada, as con- 
troller... . Allen M. Harrelson was 
elected treasurer and chief financial officer 
of Crane Co., Chicago, Ill. . . . Wayne 
Irwin has been elected vice president-fi- 
nance, Accounting, Taxation and Valuation 
of the Association of American Railroads, 
Washington, D. C....M. H. Koenig 
has joined Mosler Safe Company, Hamil- 
ton, Ohio, as comptroller. 





MR. BOYLE 


MR. GOOKIN 


COMPANY CHANGES .. . 


United States Steel Corporation recently 
announced various changes in its execu- 
tives’ responsibilities: C. Burton Vernooy 
was appointed administrative vice presi- 
dent-accounting at Pittsburgh, Pa... . 
Wilbert A. Walker was named adminis- 
trative vice president, in addition to his 
present duties as comptroller, at New 


York. . . . John Pugsley was elected ex- 
ecutive vice president-accounting at Pitts- 
burgh. 


Arthur M. Wittman, formerly controller, 
Pacific Division was transferred to Day- 
ton, Ohio, to take over new duties as as- 





sistant treasurer of the Standard Register 
Company. Leonard J. Ertel, treasurer, con- 
tinues in that office. . . . R. Burt Gookin 
was elected vice president-finance, as wel] 
as a director and member of the Executive 
Committee, of H. J. Heinz Company, 
Pittsburgh, Pa., succeeding Frank B. Cliffe 
who retired on September 30. Mr. Gookin 
has long been active in the affairs of Con. 
trollers Institute having served as chair. 
man of the national Committee on Man- 
agement Planning and Control for two 
years. He is currently general chairman of 
the 1959 Annual National Conference of 
Controllers Institute to be held in Pitts. 
burgh on October 25-28 at the Penn- 
Sheraton Hotel. 


ADDITIONAL DUTIES .. . 

H. E. White has become vice president 
and controller of Rochester Telephone 
Corporation, Rochester, N. Y. . . . A.T. 
Miller is now comptroller and treasurer 
of Barber's Super Market Stores, Albu- 
querque, N. M. . . . Robert W. Halliday 
is vice president and comptroller of Boise 
Cascade Corp., Boise, Idaho. 


PROMOTIONS... 

Keith P. Hudson has been appointed 
vice president of Di Giorgio Fruit Corpo- 
ration, San Francisco, Calif. . . . Mc. 
Cord Corporation, Detroit, Mich., te. 
cently announced that Lester M. Elliott had 
been named first vice president. He has 
been an active member of Controllers In- 
stitute for many years and served as presi- 
dent of the Detroit Control, 1952-53. 
. . . Mario R. Funari has assumed the 
duties of corporate controller of the 
Weatherhead Company, Cleveland, Ohio. 

Technical Products Division of Waste 
King Corporation, Los Angeles, Calif, 
has announced the appointment of Keath 
L. Bills as controller. . . . Robert E. 
Kenoyer has been elected controller of 
Sylvania Electric Products Inc., New 
York. . . . Crown Zellerbach Corpora- 
tion, San Francisco, Calif., recently an- 
nounced the election of William L. Meyer 
as controller. 

Lionel M. Goldberg recently became 
vice president, general manager and a di- 
rector of National Kraft Container Cor- 
poration, Jersey City, N. J. . . . Raymond 
F. Bonenfant has been appointed control- 
ler of NRC Equipment Corporation, 
Newton Highlands, Mass. 
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MR. TODT 


HONORS TO... 


New officers who were elected for 
terms beginning January 1, 1960 at the 
annual meeting of the American Account- 
ing Association held at the University of 
Colorado, Boulder, Colo., in August. They 
are: President, A. B. Carson, University of 
California, Los Angeles, Calif.; vice presi- 
dents, Charles E. Johnson, University of 
Oregon; Walter G. Kell, Syracuse Uni- 
versity; Glenn A. Welsch, University of 
Texas; and Hans Todt, comptroller, Bristol 
Laboratories Inc., Syracuse, N. Y. Carson 
Cox, Ohio State University, will serve as 
secretary-treasurer. Mr. Todt is the only 
officer elected from the field of industry. 
He has been active in Controllers Institute 
as chairman of its national Committee on 
Education. 

D. B. Paquin of Lybrand, Ross Bros. & 
Montgomery, Chicago, Ill., was elected 
1959-60 president of the National Ma- 
chine Accountants Association at the or- 
ganization’s 1959 National Conference in 
St. Louis. . . . Dr. Lillian Gilbreth of 
New York City was named to receive the 
1959 International Systems Award to be 
given at the 12th annual International 
Systems meeting of Systems & Procedures 
Association of America to be held Octo- 
ber 12-14 in Toronto, Ontario, Canada. 

The award to Dr. Gilbreth is made “7 
recognition of a lifetime of leadership 
and accomplishment in fields which con- 
tribute so fundamentally to the sciences 
on which business systems work is based.” 

George T. Clarke, associate professor 
of marketing, New York University, New 
York, was named director of the Adver- 
tising Federation of America’s Bureau of 
Education and Research. He will continue 
in his present capacity at NYU... . 
Edward G. Koch has been appointed visit- 
ing professor of Business Administration 
in the Graduate School of Business Ad- 
ministration of the University of Cali- 
fornia at Los Angeles... . C. R. Nis- 
wonger was named visiting professor of 
accounting at Arizona State University, 
Temple, Arizona. 


WRITERS .. . 


Harold H. Scaff, vice president, Ebasco 
Services Incorporated, New York, is: au- 
thor of an article in the August 1959 issue 
of the Journal of Machine Accounting 
entitled “Significant Developments in Cost 
Control.” 


SPEAKERS .. . 


One of the guest speakers at the Ameri- 
can Management Association’s seminar 
on “Short- and Long-Range Total Plan- 
ning” held September 14-18 at the La 
Salle Hotel, Chicago, IIl., was John N. 
Latter, controller, Bell & Howell Co., 
Chicago. . . . At the NAA subject con- 
ference held on September 24-26 at the 
Edgewater Beach Hotel, Chicago, IIl., 
Guy F. Campbell, executive vice president 
and general manager, Junior Toy Corpo- 
ration, Hammond, Ind., acted as chairman 
of the afternoon session on the 24th when 
the subject discussed by Kenneth R. Rickey, 
vice president and treasurer of Lenkurt 
Electric Company, Inc., San Carlos, Calif., 
was “A Company Executive Looks at 
Direct Costing.” 

Cecil L. Clark, vice president and treas- 
urer, Sangamo Electric Company, Spring- 
field, Ill., chaired the session the next 
morning when the speakers and subjects 
were: J. Curran Freeman, controller, 
Dresser Industries, Inc., Dallas, Texas, 
speaking on ‘How We Use Direct Cost- 
ing for Profit Planning’ and James 
McKenna, controller, Hoffmann-LaRoche 
Inc., Nutley, N. J., discussing ‘“Contribu- 
tions of Direct Costing to Development of 
Costs for Management Decisions.” 


The following will participate in the 
various programs of seminars and con- 
ferences of the American Management 
Association this fall: Workshop Seminars 
scheduled for October 14-16 and No- 
vember 11-13 at the Hotel Astor, New 
York, will be chaired by Bernard C. 
White, treasurer, Sutherland Paper Co., 
Kalamazoo, Mich. A. W. Lansberg, treas- 
urer and controller, Knox Glass, Inc., 
Knox, Pa., will be associate chairman. The 
subject will be ‘Financial Planning and 
Control as a Tool for Top Management.” 

At the special conference of the AMA 
on “Financial Planning for Greater Prof- 
its’ on October 14-16 at the Roosevelt 
Hotel, New York, James J. Doyle, director 
of Finance, the Port of New York Au- 
thority, New York, will act as chairman 
of the afternoon session on the 14th for 
the discussion of “Establishing Corporate 
Objectives and Creating the Framework 
Within Which the Objectives Can Be At- 
tained.” Speakers at the morning session 
on the 16th will be John H. Goodwin, Jr., 
vice president-finance, Columbus McKin- 
non Chain Corp., Tonawanda, N. Y., who 
will discuss ““Determining Money Needs” 
and Albert M. Norman, treasurer, L. B. 
Foster Co., Pittsburgh, Pa., who will speak 
on “Sources of Money.” 
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Current Trends in Depreciation Accounting (continued from page 461) 


cial statements, unless generally adopted 
throughout the country, would likely lead 
to numerous diverse practices in state- 
ment presentation, with consequent con- 
fusion in their interpretation. 

For example, some companies would 
be likely to continue to show fixed assets 
at historical cost. Some other companies 
would probably establish valuations by 
use of specific indices while still others 
would use general price indices or perhaps 
a combination thereof. Aside from the 
confusion and possibility of misunder- 
standing which might be engendered by 
lack of uniformity in financial reporting, 
is the question of the impact of a change 
upon existing contracts. To cite only one 
example, in the case of a_ pre-existing 
bond indenture limiting dividends to 
accumulated earnings, which measure of 
determining income would be used ? 


DEFLATION 

Many, both accountants and others, 
who believe that depreciation should give 
recognition to current price levels appear 
to be motivated by conservatism since 
they point to what they consider an ex- 
istent inflation of profits. 


What will the position of these be in 
the event we come upon a period of de- 
flation? 

Will that same conservatism allow 
them to accept a determination of income 
which would be predicated on less than 
historical cost? 

Would bondholders tolerate under con- 
ditions of deflation a determination of 
income that might be less protective than 
historical cost? 

I believe that this possibility should 
be very carefully considered before we 
espouse any general change to price-level 
adjusted depreciation in the determination 
of income. 


MAINTENANCE OF CAPITAL 


Much of the argument in favor of 
current cost depreciation appears to be 


motivated by the feeling that real capital, 
i.e., the command over economic goods 
and services, is subject to possible erosion 
unless revenues are charged with current 
cost depreciation in the determination of 
income. There are two points which I 
would like to make on this aspect of the 
problem: 

First, since as I believe I have hereto- 
fore indicated, current cost depreciation 
does not provide for replacement, it may 
lessen but cannot eliminate erosion of 
the character contemplated. 

Second, does erosion occur to the extent 
that capital additions are financed by 
bonds or other types of fixed dollar se- 
curities? It has been said that the method 
of financing an asset is not relevant to the 
determination of how it should be de- 
preciated. If this is so, what is our posi- 
tion to be when we deal with facilities 
whose use is obtained under long-term 
lease arrangements? 

These have been availed of to an in- 
creasing extent in recent years. Not long 
ago an instance came to my attention 
where orders were placed by a company 
for certain units of equipment some of 
which were to be purchased and the use 
of others, identical in nature, was to be 
obtained by a long-term lease. Leases of 
this nature bestow upor the company em- 
ploying a productive facility substantially 
all the benefits of ownership and entail 
substantially all the responsibilities of 
ownership. 

In my opinion, which is shared by 
others, these lease arrangements represent 
in substance a choice among various avail- 
able forms of financing. If this be so, 
would not the considerations which lead 
to the feel for need of adjustment of 
historical cost depreciation also call for 
some adjustment of changes under long- 
term leases? The economic value of a 
lease and the economic value of property 
owned are both the present worth of ex- 
pected future utility. Expressed in dollars 
both are subject to the same fluctuations 
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of our monetary unit. Yet I cannot en. 
vision why protection of proprietary capital 
would necessitate any adjustment of rental 
payments. Further, assuming deflation, 2 
downward adjustment of rentals to me is 
unthinkable. I am led to the conclusion 
that the form of financing does exert 
some influence on the need for current 
cost depreciation. 


LIFO 

It has been stated that the adoption of 
the Lifo basis of costing inventories has 
resulted in the recognition of current in- 
ventory costs in the determination of in- 
come and that this also is the aim of the 
use of current cost depreciation. This 
statement carried with it the suggestion 
that since this one has been considered ac- 
ceptable, so should the other. I do not 
believe this argument has_ substantial 
merit. It seems to me that the advocated 
depreciation change involves a departure 
from historical cost whereas Lifo does not, 
As a consequence the problems entailed 
are of such difference in magnitude that 
the analogy is of little significance. 

From all that has been said and written 
on this matter of current cost depreciation 
(and which I have just endeavored briefly 
to cover), the following thoughts occur 
to me: 

There is general agreement that given 
a sufficient degree of inflation a basis of 
accounting other than historical cost would 
be generally needed, and hence accepta- 
ble; that there is equal disagreement on 
whether or not we have yet reached that 
point; and that there are many questions 
of implementation and of consequences 
to the adoption of current cost deprecia- 
tion to which further thought should be 
given. 

Until we have arrived at more general 
acceptance of the need for recognizing 
price-level changes in the determination 
of depreciation for purpose of a charge 
against revenues and until more of the re- 
lated questions are resolved, it is my opin- 
ion that for purposes of presenting the 
customary formal financial statement, we 
should adhere to the present concept of 
income based on historical cost. 

In view of the divergencies of opinion 
on this subject I am in favor of the use, 
at present, of supplementary information 
along the lines suggested by the American 
Institute of Certified Public Accountants 
and the American Accounting Associa- 
tion. I believe that this supplementary in- 
formation can be portrayed in various 
ways. 

One possible method which might be 
appropriate for some companies would be 
to (a) determine net income on the basis 
of historical cost depreciation, (b) make 
an appropriation of net income for the 
amount by which depreciation based on 
current dollars exceeds depreciation on 
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an historical cost basis, and (c) credit 
the latter amount to an appropriately 
designated account in the equity section 
of the balance sheet. 

J am unable to see why the use of sup- 
lementary data would not accomplish 
the objective of those who now feel that 
basic statements do not furnish the in- 
formation needed by interested readers 
under present conditions. It would further 
meet the desires of the not inconsiderable 
body which believes that, on balance, con- 
ventional statements presently form the 
more useful basis for reporting corporate 
income. Possibly even more important, 
the use of supplementary information is 
feasible of immediate implementation. 

In view of the many allegations con- 
cerning the deficiencies of our financial 
statements and the avowed needs of busi- 
ness for a means of recognizing the effects 
of inflation, I am considerably surprised 
that more companies have not availed 
themselves of the use of this supplemen- 
tary media of explanation. 


DECLINING BALANCE DEPRECIATION 


What I have just said leads me to 
wonder if business ever would really con- 
sider adoption of price-level adjusted de- 
pteciation until such time as it became 
also acceptable for purpose of arriving at 
taxable income. There seems to be an 
analogy in the case of declining balance 
depreciation. This method has been ac- 
ceptable to accountants for many years, 
yet its use in this country never became at 
all widespread until the enactment of the 
Internal Revenue Code of 1954. And, 
even now many companies which avail 
themselves of it for tax purposes, continue 
to report depreciation in their financial 
statements on the straight-line basis. Since 
here was a method which would in any 
event ameliorate the alleged deficiencies 
of historical cost depreciation, why has 
there not been more widespread use of it? 


TAX CONSIDERATIONS 

If tax considerations are an important 
point in the minds of many who advocate 
the adoption of current cost depreciation 
for use in the determination of net in- 
come, presumably the expectation is that 
such adoption might lead to some lighten- 
ing of the corporate tax burden through 
allowance as a tax deduction of a greater 
amount of depreciation. It seems to me 
that this represents a somewhat super- 
ficial view of our tax problem which 
basically is the portion of our national 
income that is used to support govern- 
ment functions. 

If we assume that our over-all tax 
burden is to remain unchanged, any 
changes in corporate taxes by reason of a 
more favorable depreciation deduction 
would be only a shifting of the total tax 
burden either as among corporations or 
between corporation and other groups of 
taxpayers. Considerations of public policy 
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may call for such shifting; however, I do 
not believe that this should be a con- 
sideration in deciding upon appropriate 
accounting in a particular area. 


REINVESTMENT DEPRECIATION 


On this subject of taxes there have 
been, as you undoubtedly know, proposals 
for additional capital allowances for tax 
purposes suggested to the Congress. Some 
of these have been for the allowance of 
either replacement basis of depreciation or 
current cost depreciation. More recently, 
proposals have been made for an adjust- 
ment of depreciation, not on an annual 
accrual basis, but at the time property is 
retired and new capital expenditures are 
made. Briefly pe in a year in which 
retirement occurs and capital expenditures 
are made (with some carry-over allow- 
ance) an additional allowance would be 
granted based upon the percentage excess 
of a current price index to a similar index 
in year of acquisition applied to historical 
cost of the retired assets. This idea has 
been described as “reinvestment deprecia- 
tion.” 

There have been two proposals under 
this reinvestment depreciation plan. Each 
would allow a deduction in computing 
tax of the calculated amount of addi- 
tional depreciation. In one proposal there 
would be an outright additional deduc- 
tion, whereas in the other, the basis of 
new property would need to be reduced 
by the amount of the additional deduc- 
tion. Reinvestment depreciation is pri- 
marily concerned with the calculation of 
taxes rather than financial reporting. 

It does, however, raise certain corol- 
lary corporate accounting questions (as- 
suming enactment) : 


First, it does not seem at all unlikely 
that companies electing to claim reinvest- 
ment depreciation will be required also to 
give recognition to it in their accounts and 
financial statements. If so, would the 
amount thereof (less tax reduction) rep- 
resent a charge to earnings or earned sur- 
plus and a credit to a segregated equity 
account? In the event that the additional 
depreciation must be applied to the tax 
basis of new property, could we appropri- 
ately follow this treatment for corporate 
accounting purposes or would any reduc- 
tion in basis be limited to the tax reduc- 
tion? 


Second, if recognition in the accounts 
is not called for, may the tax reduction 
be used to increase income or must it 
otherwise be accounted for? 

The accounting profession should be, 
and I believe generally is, responsive to 
the needs and legitimate wishes of the 
business community. I would like to see 
the avowed need in this area demon- 
strated by a more widespread use of the 
supplementary information to which I 
have previously referred. 
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Active Markets Change Retirement Funds Investment Patterns 


HE GENERAL INVESTMENT PATTERN of 
Tiseines retirement funds continues to 
change with the times, according to Com- 
merce Clearing House. In its sixth annual 
survey of the investment position of the 
funds, it reported that the market value of 


common stocks held in trustees’ portfolios 
at the end of 1958, a market peak, ac- 
counted for 36 per cent of the funds’ total 
assets, a five-point boost over the 1957 
year-end valuation. 

The annual study summarized reports 
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SITUATIONS WANTED 





MANAGER OR FINANCE DIRECTOR 
Controller-Treasurer-Budgets 


New Yorker, Harvard advanced business edu- 
cation; CIA member, knowledge Spanish and 
international operations, available for U.S. or 
foreign assignment. Heavily experienced all 
administrative and financial functions and as 
management consultant. Box 2400. 


TREASURER-CONTROLLER 


Treasurer of fully integrated, independent 
oil company. Qualified in taxation. Twelve 
years’ heavy experience as CPA. Four years’ 
top-level accounting and financial experience 
(controller, now treasurer) with present em- 
ployer. Member CIA. Age 42. Married. Will 
relocate. Resume on request. Box 2407. 


CONTROLLER 
ASSISTANT CONTROLLER 


B.A., M.B.A., ten years’ public and private 
accounting experience. Controllership, office 
management, supervision, corporate admin- 
istration, production, IBM, budgets, systems 
and procedures, cost systems, statements, and 
insurance with multiplant operations. Inter- 
national and Stock Exchange corporations. 
Proven ability. Box 2408. 


BUDGET AND FINANCIAL 
ANALYST 


Young career-minded budget analyst wishes to 
associate with a progressive organization that 
can use his talents. M.B.A. Accounting, B.B.A. 
Statistics, six years of related experience in 
large corporations. Age 29, married. Box 2410. 


CONTROLLER 
TREASURER 


CPA with 20 years’ experience in public, gov- 
ernment and corporate accounting seeks position 
as controller, treasurer or top financial execu- 
tive. Diversified controller-treasurer experience 
with major industrial organization. Member 
CIA. Will relocate. Box 2411. 


CONTROLLER-BUDGET DIRECTOR 


Eighteen years’ administrative experience in all 
phases of corporate finance and accounting 
operations. Profit-producing record in manu- 
facturing, processing, and retail businesses. 
Profit-planning, taxes, contracts, costs, budgets, 
controls, systems, EDP. College. Age 43, will 
relocate. Box 2412. 


CONTROLLER-TREASURER 


Qualified financial and administrative executive 
with diversified experience in multiplant opera- 
tions and multicorporate organizations. Exten- 
sive background includes experience in all 
phases of complex corporate accounting and 
finance. Budgets and budgetary control. Systems 
and procedures; EDP. Financial and manage- 
ment planning and control; organizational plan- 
ning. Management reports. Audits, taxes, pro- 
duction control techniques. Credits. Govern- 
ment contracts. Usual secretary-treasurer func- 
tions. Member CIA. Resume. Will relocate. 
Box 2413. 


MANAGER— 
SYSTEMS AND PROCEDURES 


Diversified experience in all phases of the cor- 
porate systems and procedures function; IDP. 
Experienced in working with all levels of 
management in the design and installation of 
modern organizational cencepts. Extensive back- 
ground in EDP/IBM. Resume available. Will 
relocate. Box 2414. 


ASSISTANT TO CONTROLLER 


CPA (29), eight years’ diversified experience; 
heavy on taxes, budgets, government contract 
accounting; some systems and cost accounting; 
desires responsible position as assistant to con- 
troller or similar duties. Top scholastic record. 
Will relocate. Resume available on request. 
Box 2415. 


CONTROLLER 
ASSISTANT CONTROLLER 


B.S., C.P.A., 38, ten years administrative ac- 
counting officer of national multiplant manu- 
facturers, five years public accounting. Extensive 
experience in management reports, budgeting 
and planning, cost controls, government con- 
tract accounting, and procedures. Will relocate. 
Box 2416. 
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from a total of 221 companies holding 
funds having assets with market value of | 
$3.7 billion. The group includes 151 pen. — 
sion plans and 70 profit-sharing plans, 
Average age of the entire group was a 
mature ten years. 

An analysis of the general investment 
pattern followed by trustees as of Decem- 
ber 31, 1958 was shown in the survey as 
follows: 


% of 
Assets 


% Change 
from ‘57 





38% 
Common Stock 36% 
Government Bonds 11% 
Mortgages and Real Estate 5% 
Preferred Stock 4% 


Down 1 point 
Up 5 points 
Down 1 point 


Corporate Bonds 


No change 
Down 2 points 


“Since the figures are at market value, 
the high proportion of funds committed 
to common stocks may merely reflect the 
1958 market rise in unrealized apprecia- 
tion rather than indicating substantial new 
purchases,”’ the report said, adding: 

“Similarly, depression in the govern- 
ment bond market accounted in part for 
the fact that the lowest percentage of mar- 
ket value yet reported was in governments, 
but at the same time, it is obvious that 
there has been switching out of govern- 
ments over the six-year period of the CCH 
surveys.” 

Both government bonds and preferred 
stock have been losing ground steadily, 
with the funds thus released going into a 
variety of more experimental, and presum- 
ably higher yielding, investment areas. 

Recent developments in the field of 
pension planning are reflected in these 
newer investments, the report disclosed. 
During 1958, nine trusts reported doing 
some sort of split-funding, with some part 
of the funds allocated to purchase of life 
insurance or annuities and the balance in 
a diversified trust. 

Five trusts reported fairly substantial 
holdings of mutual shares, while two were 
holding building and loan shares. One of 
the latter, however, said that this money 
was being shifted gradually into common 
stocks. 

Another fashionable investment which 
got some play from trustees in 1958 was 
in foreign corporations. Four trusts fe- 
ported holding foreign bonds and stocks. 
Four others held Canadian Dominion and 
municipal bonds. World Bank bonds were 
revealed in one portfolio. 

A median yield of four per cent was re- 
ported by the 218 trusts which cooperated 
in the CCH study on this point. As usual, 
the profit-sharing trusts did best, with 19 
funds yielding above seven per cent and 
only three pension funds yielding that 
much. None of the trusts reported a net 
loss in 1958, as several did in 1957, the 
report said. 
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